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DEPARTMENT OF DEFENSE LONG-TERM 
BUDGET ISSUES 


THURSDAY, OCTOBER 16, 2003 

House of Representatives, 
Committee on the Budget, 

Washington, DC. 

The committee met, pursuant to call, at 10:01 a.m. in room 210, 
Cannon House Office Building, Hon. Jim Nussle (chairman of the 
committee) presiding. 

Members present: Representatives Nussle, Gutknecht, 
Hensarling, Diaz-Balart, Brown, Spratt, Moran, Edwards, Scott, 
Baird, Majette, and Davis. 

Chairman NussLE. Good morning. Today’s hearing, the full 
Budget Committee, is entitled the Ilepartment of Defense Long- 
Term Budget Trends. Today we have on our first panel Dov 
Zakheim, Under Secretary of Defense and the Comptroller. We wel- 
come him back to the committee as the Under Secretary and Chief 
Financial Officer for the Department of Defense. 

This hearing has been somewhat difficult to schedule, and I ap- 
preciate your involvement here today. I hope that with the Depart- 
ment of Defense in particular, there will be future opportunities 
and growing cooperation because we have some very critical mat- 
ters to discuss and today is only a beginning. 

This hearing will focus on a subject that I believe is critical to 
the life of every American, and that is how we can best support the 
current and potential future needs of our Department of Defense 
and by doing so, securing our Nation. 

Since September 11, and following through the war in Afghani- 
stan and the conflict in Iraq, I have been a 100 percent supporter 
of our President, our troops, and our policy with regard to the war 
on terrorism, and this Congress has shown that we are more than 
willing to spend whatever is needed to defend our country and to 
support the needs of our troops. 

That said, we in Congress still have a fundamental obligation to 
ensure that the money we spend is being spent judiciously and 
with the proper planning and oversight necessary for a successful 
conclusion to the policy. 

We are holding this hearing today primarily to gain a greater un- 
derstanding and to gain a better picture, get a better picture of just 
what the long-term anticipated needs are for the Department of 
Defense. 

On September 10, 2001, we had a budget surplus. Starting Sep- 
tember 12, 2001 this Congress spent fast and furious to rebuild 
New York, our Pentagon, shore up our Nation’s defenses, provide 
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for homeland security, and assure that future terrorist attacks 
were not possible. Our Nation was in a state of emergency. Our 
economy was in trouble. And we did whatever it took, we did what- 
ever we had to do in order to get both our economy back on its feet 
and to secure our Nation. 

But we are now 2 years into our war against terrorism, and since 
April of this year, assuming this supplemental passes today on the 
floor, we will have obligated ourselves over $160 billion in this, 
quote-unquote, “emergency spending” to pay for wars in Iraq and 
Afghanistan, and all of that money is outside of the budget. 

Were these choices necessary? I think a majority of us would 
agree that they were. Can we continue to fund our war efforts on 
this type of ad hoc basis? I believe most of us would agree that we 
cannot and should not. This committee and this Congress must 
have a solid plan, a blueprint, a financial blueprint to set our prior- 
ities for the year and for the long term. To do this we must be able 
to gather whatever information is necessary and put together a 
credible and responsible budget for the Nation. In order to do that, 
we need to have the best possible information as to the likely fu- 
ture costs of the Department of Defense, one of the largest and 
growing components of our budget. 

While there are several other areas we need to address today, I 
know that there is particular interest in the President’s supple- 
mental request that is being debated on the House floor. Specifi- 
cally, I need to know how much of these funds are considered one- 
time expenditures, how long the Defense Department estimates 
that the funds that we are appropriating today will last, and what 
is the future funding requests that will be necessary to stabilize 
Iraq? 

Further, as we begin the process to look forward into the 2005 
fiscal year budget, I want to discuss how the administration will 
begin to incorporate the known costs in next year’s budget submis- 
sion. 

Next, we will look at the long-term funding needs for the war 
against terrorism and how they will be incorporated into the Fed- 
eral budgets for years to come. As the President has said, the war 
against terrorism will be long, and there is no one who will dispute 
that. We will need to gather today the best estimates possible to 
what the anticipated long-term funding needs in Iraq and else- 
where might be. 

I would like to turn to the readiness of our Armed Forces. Re- 
gardless of plans to transform the military in the future, there are 
urgent near-term readiness priorities. We have got some holes that 
we are going to need to fill, and we need to know just what and 
where they are and how much they are going to cost in order to 
be fixed. 

I have a concern regarding the extended use of the National 
Guard and Reserve forces. My State of Iowa is home to 30,000 of 
these Reserve and Guardsmen. While I doubt any of these men and 
women in their desire to serve — and I want to underscore that — 
there is not one of them that I have had an opportunity to talk to 
or their families that lack the desire to serve their Nation. But we 
want to ask the question, how long can we keep this up? Their 
families have questions, their employers have questions. Their 
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elected representatives have questions. And we need and deserve 
the answers to those questions so that we can properly commu- 
nicate them to the folks back home. 

Next is the area of burden sharing. During the Gulf War, the 
United States received $48 billion in financial contribution from 
our allies. This time, apart from a smaller number of countries 
such as Great Britain, Poland, Spain and others, the United States 
is bearing almost the entire burden of peacekeeping and recon- 
struction in Iraq. As we approach the Donors Conference in Ma- 
drid, what steps are we planning to take to encourage other na- 
tions or the IMF or the World Bank to share this load? The supple- 
mental request on the floor today is based on, in part, the success 
of those negotiations. What if success is not achieved at that donor 
conference? How much will that mean for future requests? And 
when will those requests come? 

Certainly, yesterday and again today there is some encouraging 
news about France, Germany and Russia, that they may be moving 
closer to a better partnership and to our own views on the admin- 
istering of Iraq in the future. I certainly hope these signals signal 
increased cooperation. 

Still, for budget purposes, it seems as though we have two plans, 
one in which we will continue to bear the entire burden and one 
in which the international community begins to play a growing or 
larger role. 

Last, as most of you are aware, this committee has spearheaded 
an effort to reduce the amount of waste, fraud, and abuse in our 
Federal Government. We have taken on this challenge particularly 
in the mandatory programs, and we have already identified close 
to $100 billion in a successful effort to begin at least the process 
of looking for ways to root out waste, fraud, and abuse. 

The President’s 2004 Defense budget and succeeding budget re- 
quests will put the Pentagon spending on a path to exceed $500 bil- 
lion before the end of the decade. We simply cannot be spending 
that kind of money without taking a serious look at whether it is 
being spent efficiently. This is certainly not the time when the De- 
partment of Defense can afford, nor can our country afford, for the 
Department of Defense to have critical funds lost to waste or fraud 
or any kind of abuse. 

So we must discuss with this witness what steps the Department 
is taking to ensure that the funds allocated to the Defense Depart- 
ment are being spent properly. For instance, what is the state of 
the Department of Defense audit that has been demanded, re- 
quested, and eagerly awaited? As I said earlier, looking forward to 
the next budget and beyond is not a courtesy, it is an obligation 
of the Defense Department to provide for us with the most credible 
information that is available. 

So I hope today will be a positive step in that process as we look 
forward into the future for better budgeting, better fiscal and finan- 
cial management of the Department of Defense, and I welcome the 
Under Secretary back to the committee. 

Mr. Spratt. 

Mr. Spratt. I find myself very much in agreement with the 
chairman, and would simply echo his comments and add to it. First 
of all, a welcome to the committee. And I think it is critically im- 
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portant that we get together periodically, because your component 
of the budget is enormous and growing and it is the elephant in 
the room. It tends to get its way. But one of these days, I have 
been here long enough to know, the deficit will again take prece- 
dence over defense, and we probably ought to be getting ready for 
that now. 

I am going to truncate my remarks because we are all anxious 
to get to the floor, but at the same time we are anxious to put some 
of the questions like the chairman just listed to you. 

CBO some time ago issued a report which indicated that the de- 
fense program exceeds the Defense budget, both as it is displayed 
in their periodic analyses of the budget and also in your formal 
budget, your multi-year budget called the FYDP, the Future Years 
Defense Plan. I will give you a few examples. The THAAD, theater 
high altitude. We have spent billions on its development; it is an 
Army program but it has been under the umbrella of BMDO. If you 
look at the procurement dollars in the Army’s budget and in the 
FYDP, I don’t believe you will find it there. 

The Air Force, they are now telling us that it is critically impor- 
tant that they buy new tankers, that something could happen to 
their aging tankers that would render the whole fleet questionable 
and, therefore, we have got to buy brand-new tankers as an excep- 
tional item in the budget. If you look in their FYDP, none of that 
was anticipated or planned. This critical need that they are now 
pressing upon us was not even put in their own internally devel- 
oped budget, the FYDP. 

Ships, Navy ship building. We all know that the rate of produc- 
tion, you picked it up for next year, but has not adequately re- 
flected what it will cost to maintain our programmatic requirement 
for a 300-ship Navy. 

So we have got a FYDP. We have got a programmatic budget 
which doesn’t really reflect the full program that this administra- 
tion is pushing. Now, this has happened in all administrations, but 
the gap seems to be particularly wide and it is worsening now be- 
cause we have got Afghanistan, where we are likely to be for a long 
time to come, and Iraq, where we are likely to be for goodness 
knows how long. Neither one of those is reflected in the budget. 
They come to us as exceptional items. And that is one bone in par- 
ticular that we would like to pick with you today. 

The first budget you gave to us was a plug budget, by your own 
acknowledgment. You told us that it was not a number that you 
had internally generated as your desirable budget, but you would 
plug it in for the time being until you got us a better number. 
When we finally got the FYDP request, it was really half of what 
you wanted. Mitch Daniels held you to an $18.3 billion increase in- 
stead of the near $40 billion that you wanted. But Mr. Rumsfeld, 
in response to a question I put to him, very honestly answered in 
the Armed Services Committee the President has requested the 
DOD not to submit its budget until he got his tax bill passed. As 
a consequence, we didn’t know what the Defense budget was when 
we were making major, major decisions about the budget. 

The same is true with the supplemental. In mid-July of this year, 
as required by law, the Office of Management and Budget sent us 
their mid-session review. And with respect to the cost of our de- 
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ployment in Iraq and Afghanistan, there was not a nickel. Now, we 
didn’t know for sure what it was going to he, but we knew it was 
not zero. And, therefore, at that point in time of the budget for the 
year to come, they didn’t include a dime for the supplemental. The 
justification typically for that, it is too iffy, there are too many vari- 
ables, we can’t project it. But within a little more than a month we 
had a supplemental here for $87 billion. That should have been 
factored in in some way, some measure to the other budget. 

And going forward, we need to have your best estimates of what 
it is going to cost to maintain these deployments as well as maybe 
closing the other gaps in the budget that don’t reflect reality. We 
simply can’t maintain a semblance of a budget if we have an April 
supplemental for $80 billion and an August supplemental for near- 
ly $90 billion. I mean, you can’t have variables like that and claim 
that you have got a budget, particularly when none of these add- 
ons to the budget is paid for. And there is a widespread resistance 
to paying for any of them on the part of the administration. They 
simply want to add them onto the budget. If that is going to be the 
practice, then we are going to have a hard time getting our hands 
around the budget. 

I have got other questions to ask, but I would rather hear from 
you first and we will come back to it. Thank you again for coming. 
We appreciate the opportunity to put these questions to you. 

Chairman NUSSLE. We welcome you back to the committee, and 
we are pleased to receive your testimony. As written it will appear 
in the record, and you may summarize as you see fit. Welcome. 

[Prepared statement of Mr. Brown follows:] 

Prepared Statement of Hon. Henry E. Brown, Jr., a Representative in 
Congress From the State of South Carolina 

Mr. Chairman, thank you for holding this hearing today. And thank you gentle- 
men for being here with us. I think it critically important that we examine the long- 
term budgetary implications of the administration’s national defense plan. Our cur- 
rent and future ability to fund our military is of critical importance, as we budget 
for operations in Iraq, long-term budget for the war on terrorism, and budget for 
our readiness priorities. 

The Department of Defense is the first funding priority in the President’s budget 
with a request of $379.6 billion in budget authority for fiscal year 2004, an increase 
of $15.6 billion, or 4.4. percent, over the previous year’s level and is the largest com- 
ponent of the national defense function. The President’s plan would bring the De- 
fense budget to its highest level in constant dollars since the early 1990s. 

The fiscal year 2004 budget did not reflect costs for combat operations, occupation 
and reconstruction in Iraq, and will be paid for by a second supplemental appropria- 
tions request that we are considering on the House floor this week. Are further such 
supplementals required? The President’s plan will push DOD spending above the 
$500 billion dollar mark before 2010. Is this the right plan for long-term security? 
The U.S. has bourne nearly the entire burden of peacekeeping and reconstruction 
of Iraq. Can we expect engagement of NATO nations or other organizations to aid 
us in these efforts? These are all important things to consider as we examine the 
long-term budget of DOD, and I am pleased that we have that opportunity today. 


STATEMENT OF DOV S. ZAKHEIM, UNDER SECRETARY OF 
DEFENSE (COMPTROLLER) 

Mr. Zakheim. Thank you. Thank you very much, Mr. Chairman, 
Mr. Spratt, members of the committee. Thank you for having me 
back, and thank you for agreeing to submit the statement for the 
record. 
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The statement, as you will see shortly, addresses many of the 
questions that you have raised. And, of course, we will continue to 
discuss them after I have finished. But let me briefly walk you 
through some markers that we wish to lay down. 

First, regarding the budget impact of our operations in Iraq, one 
paramount point is that building a stable and nonthreatening Iraq 
is not and will not be, indeed cannot be a U.S. only endeavor. It 
has been and continues to be a coalition of nations that removed 
Saddam Hussein and moved quickly toward enabling the Iraqi peo- 
ple to build a better future for themselves and for regional and 
global security. The United States and its coalition partners are 
working hard to increase the contributions of other nations to a 
goal that will benefit the entire global community. We are con- 
fident that these contributions will increase and will reduce the 
burden of our current coalition of nations, and I will be happy to 
go into detail as we proceed during this hearing. 

Any estimate of the fiscal impact on the United States of oper- 
ations in Iraq must take account of two major ways in which our 
burden in Iraq will be relieved. 

First, America’s burden will be eased by accelerating the con- 
tributions of the Iraqi people to their own security and future well- 
being. CENTCOM Commander General John Abizaid has stated 
that the key to success in Iraq is increasing the security role of the 
Iraqis themselves. That is a primary focus of the President’s sup- 
plemental request and a primary focus of coalition leaders on the 
ground in Iraq. And I would note that, after the United States, the 
second largest contributors of men under arms in Iraq are the 
Iraqis themselves. 

For example, about 70,000 Iraqis are now engaged in security op- 
erations, and another 13,000 are in or awaiting training. These in- 
clude the police, border enforcement officers, civil defense corps, fa- 
cility protection service, and the new Iraqi Army. Plans are for this 
total to grow to at least 170,000. Needless to say, a few months ago 
the number of these forces was zero. We have gone from zero to 
70,000 in about 5 months. 

More than 6,000 members of a new Iraq civil defense corps are 
employed, and this force should reach 15,000 by the end of 2004. 
About 20,000 members of the new facility protection service are 
guarding more than 240 critical sites. 

The supplemental will support the fielding of a new Iraqi Army, 
27 battalions by September 2004; the first battalion of 700 Iraqis 
graduated from training in early October. About $5 billion of the 
President’s request is to accelerate this early progress and to in- 
crease the contributions of the Iraqis for their own security. That 
figure of course refers to the request in the supplemental. 

Since the end of July, Iraqi participation in security efforts has 
more than doubled. America’s burdens will also be eased through 
contributions from other nations. We cannot yet predict how much 
those contributions will increase, but we expect considerable help. 

Regarding financial contributions, Japan has just announced that 
it will provide grant assistance totaling $1.5 billion for immediate 
reconstruction needs in Iraq. I spoke to the Japanese this morning; 
they are talking about $1.5 billion in 2004. 
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The United Kingdom has announced its intention to provide over 
$850 million in grant assistance to Iraq. We expect additional sub- 
stantial contributions from the upcoming international donors con- 
ference. Parenthetically, I was in Ottawa 2 days ago. The Cana- 
dians have committed to $300 million [Canadian]. Given their size, 
the economy that they have, that is not an insignificant contribu- 
tion. 

In addition to contributions of funds, we continue to solicit more 
international contributions of military forces which should reduce 
the strain on coalition troops. Currently, 32 nations have troops in 
Iraq. The United Kingdom is providing a division-sized element for 
operations in southern Iraq. Poland is providing a division head- 
quarters and a brigade. The Spanish, Ukrainians, and Italians are 
all providing brigades to support the U.K. and Polish led divisions. 
We are talking about contributions in terms of thousands of people. 
The Netherlands is also providing a large battalion. 

As security contributions from the international community and 
Iraqis increase, the United States expects to lower its troop levels 
significantly. We expect to be able to reduce our military personnel 
in Iraq from 147,000 now, to an average of 113,000 active military 
personnel in fiscal year 2004. If additional multinational troops are 
not contributed however, we are prepared to call up and deploy 
four enhanced separate brigades from the U.S. Army National 
Guard. These forces would provide a prudent hedge against uncer- 
tain international commitments. We intend to ensure that the 
gains made in Iraq are not lost by failing to follow through on the 
stability mission. 

Obviously, our future costs in Iraq should not be minimized, but 
they should not be overstated by omitting or downplaying likely 
contributions from the Iraqi people and the international commu- 
nity. 

Moreover, our costs in Iraq have to be assessed against the con- 
sequences of failure. Iraq is now the central battleground in the 
global war on terrorism. If we fail to defeat terrorism there, we 
would hurt the entire civilized world and increase the likelihood of 
direct attacks on the United States and its citizens. 

On the positive side, a free and thriving Iraq would be a power- 
ful demonstration that there is an alternative to the hopelessness 
and hate that fuels international terrorism. 

Permit me now to turn to Afghanistan. The fiscal year 2004 sup- 
plemental appropriations request will enable us to continue 
progress in Afghanistan toward building a peaceful, democratic and 
prosperous country that can serve as a partner in the region and 
as a model for other Muslim states. Examples of our progress in- 
clude: 

Over the past 2 years we have provided over $2 billion in assist- 
ance to Afghanistan. As of late September, we had 9,800 troops sta- 
tioned in Afghanistan, approximately 8,100 Active, 1,700 Reserves. 
That is roughly comparable to what the international community 
has also contributed. Thirty-nine countries have contributed about 
8,000 troops to Afghanistan. 

Security: Security and particularly strengthening the role of the 
central government in the security arena is one of our top prior- 
ities. We have trained and partially equipped 10 battalions of the 
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Afghan National Army, trained 700 Afghan national police, helped 
implement the national communications system, and put in place 
a national police I.D. card system. 

With respect to Afghan National Army, let me point out that I 
have seen them on three different occasions. When they start out 
they can barely crawl along the ground with their helmets staying 
on their heads. By the time they are done, they are out patrolling. 
They are a professional force. Their noncommissioned officers have 
the right priorities such as communications and the need to be able 
to operate effectively tactically. They are very different from the 
ragtag bunch that supports some of the so-called warlords. Those 
of you who have been out there would agree that they do not match 
these people in the ANA. 

Let me talk a little bit about reconstruction. To help increase 
commerce, improve security, and better integrate the various prov- 
inces, the international community has begun working to improve 
the roads in Afghanistan. We, the United States, have graded the 
entire 389-kilometer portion of the ring road between Kabul and 
Kandahar. That, by the way, cuts the trip down from 30 hours to 
6. We have deployed security along road construction sites. We 
have paved about 169 kilometers. We have also built 203 schools 
and 140 health clinics, including schools for women and girls. 
Again, all of this helps the central government provide for its peo- 
ple, demonstrates that it is extending its reach throughout the 
country, and enables it to counter the influence of extremists. 

We have also begun to create a joint civilian-military provincial 
reconstruction team network. Two are operated by the U.S., one 
each is operated by the United Kingdom and New Zealand. That 
one was opened in Mazar-e-Sharif in July. These teams are going 
to help provide basic services to the Afghan people and increase se- 
curity in outlying areas. We hope to have a total of eight up and 
running relatively soon. 

As you know, Afghanistan is a very poor country without many 
of the institutions necessary for democracy and governance. Its 
ability to provide basic services to its people is limited after dec- 
ades of war. We, the United States, have contributed $58 million 
to the recurrent budget to help in that arena; that is to say, the 
government’s operating budget. As the government starts meeting 
the needs of its people, it helps to reduce the influence of the war 
lords. 

We have also begun helping Afghanistan prepare for its Con- 
stitutional Loya Jirga, which as you know, is the unique Afghan in- 
stitution that essentially sets the direction for future governance. 
Voter registration is proceeding — it is being readied, rather, in the 
run-up to next June’s elections. 

You mention, Mr. Chairman and Mr. Spratt, defense trans- 
formation. I would like to address that as well. 

President Bush and Secretary of Defense Rumsfeld have deter- 
mined not to let Operation Iraqi Freedom or Operation Enduring 
Freedom or Operation Noble Eagle deflect them from achieving 
their plan to transform the United States military and Defense De- 
partment business processes. Indeed, these operations underscore 
the importance of DOD transformation. To transform our military 
capabilities, the President’s budget requested $24 billion for 2004 
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and projected literally 10 times as much for the 2004-09 frame- 
work. The fiscal year 2004 DOD appropriations hill will enable the 
Department to sustain its transformation agenda, and that is ex- 
actly what we intend to do. Transformation is still a top priority, 
and we intend to maintain that emphasis in the President’s budget 
for fiscal years 2005 and beyond. 

One reason we can sustain our transformation efforts is that the 
President and the Congress have supported supplemental appro- 
priations to reconstitute our forces once they return from Iraq or 
Afghanistan. This reconstitution can include depot maintenance or 
replacement for systems that have been used intensely during 
these operations. Sufficient supplemental funding plus a continuing 
robust procurement program is enabling the Department to sustain 
its transformation objective in spite of the heavy commitments in 
Iraq and Afghanistan. 

Wartime supplemental funding also protects transformation by 
funding incremental operations and maintenance costs, which, as 
you all know, in the past were covered by cuts in procurement and 
research and development. For years there was an outflow, from 
the investment accounts into the operations accounts. The Bush ad- 
ministration remains resolute in preventing such a migration of 
funds. To that end, we will continue our realistic funding of O&M 
requirements both in our annual budgets and in any supplemental 
appropriations that become necessary. 

In sum, with congressional support for the President’s supple- 
mental appropriations request, the President’s commitment to 
transformation is on track. However, transformation and all other 
Defense priorities could come under intense funding pressure from 
two very costly entitlements that the Congress is considering. 

The first is concurrent receipt of military retirement pay and 
Veterans Administration disability payments. Section 644 of the 
Senate’s defense authorization bill could cost the United States 
Government an additional $57 billion in mandatory outlays over 
the next 10 years. Even if the authorization conference could cut 
that cost in half by phasing in or adjusting the entitlement, fund- 
ing it would still have to come at the expense of critical priorities. 
Needless to say, the CBO study did not include concurrent receipt, 
as I recall. Moreover, concurrent receipt would certainly not be the 
best way to spend whatever money one might want to add to help 
our Armed Forces in its transformation. 

But there is a second entitlement as well that is up for consider- 
ation, and that one is TRICARE for Reservists. Currently, Reserv- 
ist health care needs are covered immediately upon mobilization. 
The health care of their family members is covered under DOD’s 
TRICARE system if the Reservist is on duty for 30 days or more. 
But now Congress is considering granting TRICARE program eligi- 
bility for Reservists and their families when they are not on active 
duty. This new entitlement would cost over $3 billion a year. So, 
again, taking that 10-year time frame, we are talking about $30 
billion. It would be complicated and costly to implement; it would 
threaten higher defense priorities such as transformation and force 
readiness. 

These new entitlements, if they are approved, would come at a 
time when the Department continues to wrestle with rising per- 
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sonnel costs. For example, my colleague, Under Secretary David 
Chu, is working hard to control rising health care costs just as gov- 
ernments and companies across the Nation are struggling with 
similar increases. There is no room in our budget for mammoth 
new entitlements. 

Since taking office. President Bush and his DOD leadership have 
demonstrated their commitment to take good care of their military 
people and their families. We want to continue to work with Con- 
gress on how best to allocate available funding to benefit our mili- 
tary people and their families while sustaining other national secu- 
rity requirements. 

In closing, Mr. Chairman, Mr. Spratt, members of the committee, 
I wish to emphasize that the Department of Defense continues to 
focus intensely on advancing stabilization and recovery in Iraq as 
rapidly and cost effectively as possible. The stakes couldn’t be high- 
er. The emergence of an Iraq that protects the rights of its citizens, 
that represents all of its diverse ethnic and religious groups, that 
prospers economically for the benefit of all its people, would be a 
profoundly important model for the Middle East and for the entire 
world. 

Similarly, Afghanistan is a major, major undertaking on the part 
of this country and has roughly similar goals. To help the Iraqi 
people meet this historic challenge, to help the Afghan people meet 
their challenge. President Bush has pledged America’s commitment 
to stay the course. But America will not shoulder that burden 
alone, and the cost of failure would be catastrophic. Success is not 
going to come cheap. We all understand that. But success is our 
only viable option, and we will press on until we have completed 
the mission. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Zakheim follows:] 

Prepared Statement of the Hon. Dov S. Zakheim, Under Secretary of 
Defense (Comptroller), U.S. Department of Defense 

department of defense long-term budget issues 

Mr. Chairman, members of the committee, I have prepared a statement to con- 
tribute to this important discussion of Department of Defense (DOD) long-term 
budget issues. 


COST AND consequences OF SUCCESS IN IRAQ 

As Congress continues work on President Bush’s fiscal year 2004 supplemental 
appropriations request, permit me to begin with several points regarding the budget 
impact of our operations of Iraq. 

One paramount point is that building a stable and non-threatening Iraq is not, 
and will not be, a U.S. -only endeavor. It has been and continues to be a coalition 
of nations that removed Saddam Hussein and moved quickly toward enabling the 
Iraqi people to build a better future for themselves and for regional and global secu- 
rity. The U.S. and its coalition partners are working hard to increase the contribu- 
tions of other nations to a goal that will benefit the entire global community. We 
are confident that these contributions will increase and will reduce the burden on 
our current coalition of nations. 

Any estimate of the fiscal impact on the United States of operations in Iraq must 
take account of two major ways in which our burden in Iraq will relieved. 

First, America’s burden will be eased by accelerating the contributions of the Iraqi 
people to their own security and future well-being. CENTCOM Commander General 
John Abizaid has stated that the key to success in Iraq is increasing the security 
role of the Iraqis themselves. That is a primary focus of the President’s supple- 
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mental request and a primary focus of coalition leaders on the ground in Iraq. For 
example: 

• About 70,000 Iraqis are now engaged in security operations, and another 13,000 
are in or awaiting training. These include the police, border enforcement officers. 
Civil Defense Corps, Facility Protection Service, and New Iraq Army. Plans are for 
this total to grow to at least 170,000. 

• More than 6,000 members of a new Iraq Civil Defense Corps are employed, and 
this should reach 15,000 by the end of 2004. 

• About 20,000 members of the new Facility Protection Service are guarding more 
than 240 critical sites. 

• The supplemental will support the fielding of a New Iraqi Army — 27 battalions 
by September 2004. The first battalion of 700 Iraqis graduated from training in 
early October. 

• About $5 billion of the President’s request is to accelerate this early progress 
and to increase the contributions of the Iraqis to their own security. 

• Since the end of July, Iraqi participation in security efforts has more than dou- 
bled. 

America’s burdens will also be eased through contributions from other nations. 
We cannot yet predict how much those contributions will increase, but we expect 
considerable help. Regarding financial contributions, Japan has just announced that 
is will provide grant assistance totaling $1.5 billion for immediate reconstruction 
needs in Iraq. The United Kingdom has announced its intention to provide $870 mil- 
lion in grant assistance to Iraq. We expect additional substantial contributions from 
the upcoming international donor conference. 

In addition to contributions of funds, we continue to solicit more international 
contributions of military forces, which should reduce the strain on coalition troops. 
Currently, 32 nations have troops in Iraq. The U.K. is providing a division-sized ele- 
ment for operations in Southern Iraq. Poland is providing a division headquarters 
and a brigade. The Spanish, Ukranians, and Italians are all providing brigades to 
support the U.K. and Polish-led divisions. The Netherlands is also providing a large- 
sized battalion. 

As security contributions from the international community and Iraqis increase, 
the United States expects to lower its troop levels significantly. We expect to be able 
to reduce U.S. military personnel in Iraq from 147,000 now to an average of 113,000 
active military personnel in fiscal year 2004. If additional multi-national troops are 
not contributed, however, we are prepared to call up and deploy four Enhanced Sep- 
arate Brigades from the U.S. Army National Guard. These forces would provide a 
prudent hedge against uncertain international commitments. We intend to ensure 
that the gains made in Iraq are not lost by failing to follow through on the stability 
mission. 

America’s future costs in Iraq should not be minimized nor, however, should they 
be overstated by omitting or downplaying likely contributions from the Iraqi people 
and international community. Moreover, our costs in Iraq must be assessed against 
the consequences of failure. Iraq is now the central battleground in the global war 
on terrorism. Failure to defeat terrorism there would hurt the entire civilized world 
and increase the likelihood of direct attacks on America and its citizens. On the 
positive side, a free and thriving Iraq would be a powerful demonstration that there 
is an alternative to the hopelessness and hate that fuels international terrorism. 

PROGRESS IN AFGHANISTAN 

The fiscal year 2004 supplemental appropriations request will enable us to con- 
tinue progress in Afghanistan toward building a peaceful, democratic, and pros- 
perous country that can serve as a partner in the region and as a model for other 
Muslim states. Examples of our progress include: 

Over the past 2 years, we have provided over $2 billion in assistance to Afghani- 
stan. As of late September we had 9,800 troops stationed in Afghanistan, (approxi- 
mately 8,100 active and 1,700 reserves). Thirty-nine countries have contributed 
some 8,000 troops to Afghanistan. This is a major effort and a top priority for the 
United States 

Security. Security and particularly strengthening the role of the central govern- 
ment in the security arena is one of our top priorities. So far, we have trained and 
partially equipped 10 battalions of the ANA, trained 700 Afghan National Police, 
helped implement a national communications system, and put in place national po- 
lice ID card system. 

Reconstruction. To help increase commerce, improve security and better integrate 
the various provinces the international community has begun working to improve 
the roads in Afghanistan. The United States has graded its entire 389-kilometer 
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portion of the ring road between Kabul and Kandahar, deployed security along road 
construction sites. About 169 kilometers have been paved to date. We have also 
built 203 schools and 140 health clinics, again to help the central government pro- 
vide for its people and counter the influence of extremist influences. 

We have also begun creation of joint civilian military Provincial Reconstruction 
Teams (PRTs), two operated by the United States and one each operated by the 
U.K and New Zealand, opened in Mazar-e-Sharif in July. These teams help provide 
basic services to the Afghan people and increase security in outl3dng areas. 

Democracy ! Governance. As you know, Afghanistan is a poor country without 
many of the institutions necessary for democratic and governance. Its ability to pro- 
vide basic services to its people is limited after decades of war. The United States 
has contributed $68 million to the recurrent budget to help in that arena. As the 
government starts meeting the needs of its people, it helps reduce the influence of 
the warlords. We have also begun helping Afghanistan prepare for the Constitu- 
tional Loya Jirga, and voter registration in the run up to next June’s elections. 

SUSTAINING DEFENSE TRANSFORMATION 

President Bush and Secretary of Defense Rumsfeld are determined not to let Op- 
eration Iraqi Freedom, Operation Enduring Freedom, and Operation Noble Eagle 
deflect them from achieving their plans to transform the U.S. military and DOD 
business processes. Indeed, these operations underscore the importance of DOD 
transformation. 

To transform our military capabilities, the President’s budget requested $24 bil- 
lion for fiscal year 2004 and projected $240 billion for fiscal year 2004-09. The fiscal 
year 2004 DOD appropriations bill will enable the Department to sustain its trans- 
formation agenda, and that is exactly what we intend to do. Transformation is still 
a top priority, and we intend to maintain that emphasis in the President’s budget 
for fiscal year 2005 and beyond. 

One reason we can sustain our transformation efforts is that the President and 
Congress have supported supplemental appropriations to reconstitute our forces 
once they return from Iraq or Afghanistan. This reconstitution can include depot 
maintenance or replacement for systems used intensely during these operations. 
Sufficient supplemental funding, plus continuing a robust procurement budget, is 
enabling the Department to sustain its transformation goals in spite of heavy com- 
mitments in Iraq and Afghanistan. 

Wartime supplemental funding also protects transformation by funding incre- 
mental operation and maintenance (O&M) costs, which in the past were covered by 
cuts in procurement and research and development. The Bush Administration re- 
mains resolute in preventing such migration of funds. To that end, we will continue 
its realistic funding of O&M requirements — both in our annual budgets and in any 
supplemental appropriations that become necessary. 

OTHER CONCERNS 

In sum, with Congressional support for the President’s supplemental appropria- 
tions request, the President’s commitment to transformation is on track. However, 
transformation and all other Defense priorities could come under intense funding 
pressure from two very costly entitlements that the Congress is considering. 

The first is concurrent receipt of military retirement pay and Veterans Adminis- 
tration disability payments. Section 644 of the Senate’s defense authorization bill 
could cost the U.S. Government $57 billion in mandatory outlays over 10 years. 
Even if the authorization conference could cut that cost in half by phasing in or ad- 
justing the entitlement, funding it still would have to come at the expense of critical 
priorities. Moreover, concurrent receipt would certainly not be the best way to spend 
whatever money one might want to add to help our armed forces and its trans- 
formation. 

A second new entitlement is TRICARE for reservists. Currently, reservists’ health 
care needs are covered immediately upon mobilization. The health care of their fam- 
ily members is covered under DOD’s TRICARE system if the reservist is on active 
duty for 30 days or more. Now Congress is considering granting TRICARE program 
eligibility for reservists and their families when they are not on active duty. This 
new entitlement would cost over $3 billion per year, be complicated and costly to 
implement, and threaten higher Defense priorities such as transformation and force 
readiness. 

These new entitlements would come at a time when the Department continues to 
wrestle with rising personnel costs. Eor example, my colleague Under Secretary 
David Chu is working hard to control rising health care costs — just as governments 
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and companies across the nation are struggling with such increases. There is no 
room in our budget for mammoth new entitlements. 

Since taking office, President Bush and his DOD leadership have demonstrated 
their commitment to taking good care of our military people and their families. We 
want to continue to work with Congress on how best to allocate available funding 
to benefit our military people and their families, while sustaining other national se- 
curity requirements. 


CLOSING 

In closing, I wish to emphasize that the Department of Defense continues to focus 
intensely on advancing stabilization and recovery in Iraq as rapidly and cost-effec- 
tively as possible. The stakes could not be higher. The emergence of an Iraq that 
protects the rights of its citizens, that represents all of its diverse ethnic and reli- 
gious groups, that prospers economically for the benefit of all its people — this would 
be a profoundly important model for the Middle East and for the entire world. 

To help the Iraqi people meet this historic challenge. President Bush has pledged 
America’s commitment to stay the course. But America will not shoulder that bur- 
den alone, and the cost of failure would be catastrophic. Success will not come 
cheap, but it is our only viable option, and we will press on until we have completed 
our mission. 

Chairman NUSSLE. Thank you. 

Let me start off with some of the questions that I posed within 
my opening statement. 

First of all, the request that is on the floor today, 2004 emer- 
gency supplemental, is this the final request in the fiscal year 2004 
for Iraq and Afghanistan and the war on terrorism? 

Mr. Zakheim. My understanding is that — well, let me break it up 
actually into two parts. You have the defense side, military oper- 
ations side, and the $20 billion that is for Iraq’s reconstruction. 

As you know, Mr. Chairman, in the past when we started out 
with Afghanistan, we were hoping to have a $10 billion fund. Con- 
fess decided it didn’t like that idea. So basically acting along the 
lines of congressional preferences, we funded Afghanistan-related 
operations with supplementals. This supplemental, as I understand 
it, as far as we can see, would cover fiscal year 2004 costs through 
September 30, 2004 on the operations side. I can not speak to Octo- 
ber 1, 2004. That is fiscal year 2005. But for fiscal year 2004, the 
answer is yes. 

The $20 billion request is different. The $20 billion essentially is 
a front-loaded effort to help Iraq for the immediate term undertake 
the highest leverage kinds of activities: electricity, security, health 
and water. We do not anticipate coming back to Congress for more 
money for a further supplemental along these lines. What instead 
we anticipate as we sit here now — and of course I can’t predict the 
future — is that if we need more money that would come through 
the regular appropriations process, whether it is FMF or AID or 
whatever it might be. This $20 billion is more than just for a year; 
but it is essentially front-loaded because these are the expenditures 
that are needed to get Iraq back on its feet, indeed to get some of 
the other urgent things viable. You can not have oil production 
without electricity, for example. 

Chairman NusSLE. Well, it appears from your answer that the 
answer to both the $20 billion and the $66 billion is, yes, that this 
is the last supplemental request for the fiscal year 2004 for oper- 
ations as well as for stabilization and security for Iraq. 

Mr. Zakheim. As best I see it, correct. Yes, sir. 

Chairman NusSLE. How much of this is one-time expenditures? 
How much of these emergency supplemental requests are one-time 
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expenditures that will not be included in the baseline as we move 
forward? 

Mr. Zakheim. The operations side and the military personnel 
side, as we have seen over the last couple of years, those are in fact 
recurrent. They are a function of how many people we are going 
to have out there. To some extent depot maintenance is recurrent; 
it is a function of what kind of systems we are using and how heav- 
ily we are wearing them out. So on the military side, on the oper- 
ations side, it really is a question of what forces we will have over 
the next few years and where the trends lead. So those operations 
are recurrent. 

In terms, as I said, of the Iraq reconstruction funds, that is quite 
different and that looks to us as one time. 

Chairman NUSSLE. Are you able to provide us with an amount 
of how much of this will be one-time expenditures? 

Mr. Zakheim. How much of which, sir? Of the military side you 
mean? 

Chairman NussLE. Yes. 

Mr. Zakheim. I really cannot in the sense that I don’t know what 
our force levels will be like in a year’s time. Now, we know where 
we want them to be. I mentioned that in my testimony. We want 
them to come down to an average of 114,000. We are hoping that 
there will be international participation beyond what already ex- 
ists. We know, for instance, that the Turkish cabinet and par- 
liament have agreed to send troops, although the modalities have 
still to be worked out. We know that with the passage of a Security 
Council resolution the prospects for getting other forces, whether it 
is Pakistani or Bangladeshi, go up. 

But most important of all, as I mentioned in my prepared testi- 
mony, we are looking to add another 100,000 Iraqis to the various 
security forces. That clearly is going to make a difference to the 
levels of American forces required, and that in turn will drive the 
operational costs. So I can’t make a prediction except to say that 
all the trends are pointing downward. 

Chairman NusSLE. Are there any of the supplemental requests 
that are one-time expenditures? 

Mr. Zakheim. I would have to look at that for the record. Obvi- 
ously if you are spending money on particular efforts to modernize 
systems, either — whether they are being upgraded or you are main- 
taining them, then by definition you are not going to repeat that 
the following year. But in terms of the military operations, taken 
as a whole, unless you were to run your forces down to zero next 
year, then it is by definition recurrent. 

Chairman NussLE. Will you be able to provide us with what 
those one-time expenditures are? 

Mr. Zakheim. We can certainly do that for you to the extent we 
know them. We will get that for you. 

Chairman NusSLE. How long? When will that be? How long will 
it take for you to provide us with that? 

Mr. Zakheim. Since this addresses the current supplemental, it 
shouldn’t take me very long at all. I am not going to delay this. 

Chairman NussLE. OK. We will follow up on that. 
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How will you incorporate these requests and the war on ter- 
rorism, the war with Iraq, in the budget request that you will be 
making to us for fiscal year 2005? 

Mr. Zakheim. Obviously that is still under consideration. What 
we have right now is what has clearly been the intent of Congress 
up to now, which is to treat that separately. 

Chairman NUSSLE. Well, no. Whoa, whoa, whoa. I think that has 
been the intent of the request. The administration is the one that 
makes the request. Congress has allowed that to be the case. So 
I guess let me ask the first question. Is it your intent to continue 
to treat these as supplemental requests, or is the intent of the ad- 
ministration now to put these into the budget requests? 

Let us start with that, and then we will move to how we will re- 
spond to that. 

Mr. Zakheim. Obviously I am not talking about how you would 
respond. I am talking about the past, when we came in with a 
budget right after the Afghan war and added two $10 billion re- 
quests, which, by the way, panned out pretty well in terms of what 
we thought operations in Afghanistan would cost for that year; 
Congress didn’t like them and they knocked them down. So we are 
operating on the basis of what we have in fact seen. 

Again, to formulate a request for literally, what, 14 months from 
now, presupposes foreknowledge of our troop levels that we obvi- 
ously don’t have at this stage. So, again, it would have to be a 
rough estimate. Up to now, as I say, the clear indications we have 
received when we did try to do something like that were that they 
weren’t looked upon favorably. At this stage of the game we have 
to factor that in. We are obviously putting our budget together, and 
we will consider how best to do this. But it is very, very difficult 
to predict at this time. I don’t have to tell you because you know 
that the 2005 budget begins in 14 months and ends in 26 months. 
So to predict what force level we are going to have, say, in 20 or 
25 months in what is clearly a dynamic situation in Iraq, and 
where there are clear indicators that we will have certainly a lot 
more Iraqi forces there and hopefully others from the international 
community, is very, very tough to do. 

Chairman NusSLE. Just to explore this for a moment. Part of the 
reason that I believe that there was objection to the $10 billion is 
that it was unspecified. Do you recall it that way as well, that 
there was $10 billion requested with absolute zero specificity as to 
how that money was to be spent? 

Mr. Zakheim. We did indicate — and again my memory may be 
faulty here, but we did indicate that it was clearly for operations 
and military personnel. 

Chairman NusSLE. Well, clearly, but that is a fairly unspecified 
amount. And if you were going to do it by supplemental requests. 
Congress, at least by intention, was hoping that you would be more 
specific and thereby do it through supplemental requests as op- 
posed to giving a $10 billion amount that was unspecified. That is 
my recollection. 

Mr. Zakheim. I don’t challenge that at all. But, again, given that 
we are talking about quite a bit of time from now, the question 
then arises how well do you specify? How well are we in a position 
to specify? 
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Chairman NUSSLE. Who is going to do that if you don’t? 

Mr. Zakheim. What we have done up to now is essentially esti- 
mate as we got closer to the time what it looked like we would be 
needing and then come in to Congress with a supplemental re- 
quest. I recall as well that when we first delivered our first budgets 
and Mr. Spratt recalled the $18 billion request, we said we were 
not coming in for supplementals unless they were wartime related, 
and that is in fact what we have done. But because of that, predict- 
ability is very, very difficult. 

Chairman NusSLE. Has this war on terror not changed? How 
long will this war on terrorism take? 

Mr. Zakheim. I guess until we win it. 

Chairman NusSLE. All right. How long will that be? 

Mr. Zakheim. I wish I knew. 

Chairman NussLE. OK. 

Mr. Zakheim. I wish it were today. 

Chairman NussLE. Let us assume therefore that that means it 
may take a long time. 

Mr. Zakheim. It may well. 

Chairman NussLE. That is what the President has said. 

Mr. Zakheim. That is correct. 

Chairman NussLE. So wouldn’t it also logically therefore be the 
case that we would begin to build into our budget a certain degree 
of planning for the future? I mean, there isn’t a person in this 
room — or let me be more specific. There isn’t a Member of Congress 
who occupies Article I of the Constitution when it comes to the 
purse strings in this country who is not clearly understanding and 
supportive of our need to win this at whatever price that may be. 
Not one of us. Yet we are growing frustrated that the further we 
get away from September 11, and the emergency, we had hoped to 
see more fiscal planning with regard to the Defense Department 
needs, recognizing that there has been a change in our strategy as 
a Nation as we look forward to our defenses in the future. And I 
have to tell you, what is remarkable about your testimony here 
today is its lack of specificity with regard to fiscal planning for the 
Defense Department needs for the future, and that is troubling. 

Mr. Zakheim. Let me begin by saying that many of the programs 
that we have in our future year defense plan do in fact address the 
kinds of threats that we are facing. That is why we focus on trans- 
formation, on flexibility, on the ability to respond quickly. We are 
dealing with a very different kind of threat from, say, the one that 
was dealt with in the 1980s. To that extent, we have built into our 
program changes that frankly were not anticipated as recently as 
a few years ago. 

To give you one example, the focus on unmanned aerial vehicles, 
which played a tremendous role both in Afghanistan and Iraq. In 
addition, the focus on band width to enable communications at a 
far higher scale than ever before, to allow the UAVs to speak to 
space, to speak to people on the ground and so on, which again 
were demonstrated in both of the conflicts. In both cases, the focus 
is clearly linked both to the experience in those two conflicts and 
to the overall effort to deal with a very, very difficult kind of foe. 

When I said that we couldn’t, in the Department, anticipate the 
specifics that I thought you were alluding to, I meant how many 
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people we might have to fund hoth in terms of military personnel 
and operations over the next few years, particularly in the case of 
Afghanistan and Iraq. That is by no means to say nor did I intend 
to imply that we had not accounted for this changing nature of con- 
flict in our baseline program. 

Chairman NUSSLE. And will that be included in the budget re- 
quest for 2005? 

Mr. Zakheim. It was in 2004 and I see no reason why it 
shouldn’t be in 2005 and beyond. 

Chairman NussLE. Let me ask you about the audit. Two years 
ago Congress provided $100 million, as requested by the Depart- 
ment of Defense, to begin a transformation to better equipment, 
computers, et cetera. Could you give us an update on the status of 
that transition and where the audit of the Department of Defense 
stands? 

Mr. Zakheim. Absolutely. 

First of all, I am very grateful to the Congress, because with the 
infusion of funds we have now completed a new enterprise architec- 
ture, which is a blueprint that is supposed to take the 2,400 dif- 
ferent financial management systems and neck them down, hope- 
fully, to about 10 percent of those. 

In addition to that, we have begun a regular process, together 
with the GAO, the Inspector General, and 0MB, to review our fi- 
nancial statements on a quarterly basis. I personally review them. 
We review the details of each line. We have, for instance, added far 
more assets to our books simply by coming up with a system for 
evaluating property, plant and equipment and our weapons sys- 
tems. 

If I can digress briefly. The argument — the bureaucratic argu- 
ment, I must say, always was we can’t cost out weapons systems 
without giving away national security. We came up with a way of 
doing that by taking a composite evaluation. No, we won’t put a 
value on a single F-16, but we will put a value on all F-16s and 
that way the taxpayer knows what we are doing with F-16s, what 
the assets are worth. We have done a lot, way more in the way of 
environmental liabilities. Every time I sit down with the services 
and review their financial statements, I sit down with 0MB, GAO, 
and the IG in the room. And you can imagine the reaction the first 
time that happened. 

We anticipate having a clean audit by 2007. We have it 
timetabled for that. We have reviewed that timetable with the In- 
spector General, with 0MB, and with GAO. It is tough to get from 
here to there. It took Gillette, for example, 5 years to reorganize 
and have a financial management system for a $9 billion company. 
We are at $400 billion. But we are going to do it, and we are on 
track to do it. 

Chairman NussLE. 1990 was when the Chief Financial Officer 
Act was put in place, which required these audits. So that will be 
17 years after passage of that act. 

Mr. Zakheim. I was not Comptroller through all those years. 

Chairman NusSLE. And I wasn’t Budget chairman then, either, 
but I am certainly responsible for it now, and as are you. And I 
guess my question is, is 2007 the best that we can do? 
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Mr. Zakheim. That is a question that I keep asking, and the an- 
swer is probably yes. I think that is the consensus of GAO and 
0MB as well, and the reason is that we are trying to do a number 
of things at once. Not only are we modernizing the systems, we 
have also have to deal with all the systems that feed into it, wheth- 
er it is health, personnel, logistics, and so on. In order to break 
down bureaucratic resistance to putting their numbers and their 
systems together in a way that the Comptroller wants, we have 
done two things. 

First, I am doing this jointly with our Chief Information Officer 
John Stenbit, so that it is not seen as some Comptroller power 
grab. That is not what we are trying to do here. We are trying to 
get a management information system that works and a system 
that the taxpayer can understand. 

Second, we have created six domains — essentially business lines 
like, health and logistics and so on, and got the bureaucracy that 
is tied in with each of those to work jointly with us. We are going 
to be testing these systems over the next few years, we are going 
to be modifying the interfaces between the various business lines 
and the financial management side. We are also going to work at 
the very same time to improve what actually shows up on the fi- 
nancial statements. We hope to have qualified audits, which is to 
say halfway there. Right now we get disclaimers. Right now the 
auditors throw their hands up in the air and say they can not ad- 
dress this at all. We want to get past that. Once you have a quali- 
fied audit, it means that at least part of your statement is 
verifiable. 

So we do have a game plan. If I could get it before 2007, I would 
love to, but I wouldn’t be honest with you if I said I would. 

Chairman NUSSLE. In closing, let me just say that, you know, I 
have to say it is increasingly frustrating when we know that the 
information that we are basing these decisions on are not coming 
to us in either a timely way or in a way that can be demonstrated 
either to the General Accounting Office, to the Congressional Budg- 
et Office or to the Office of Management and Budget as being accu- 
rate. You know, if it is going to take to 2007 before we know, before 
we can even begin to look at the books and discover whether or not 
we have challenges, it is going to be difficult to continue to main- 
tain the argument that these expenditures are necessary. It is on 
the one hand difficult to be so clear on the need when, on the other 
hand, you can’t be clear on where the money went and how it was 
spent or whether it was wasted or not. And it is going to be very 
difficult to continue this process if 2007 is the best that we can do. 

And, you know, I understand it is difficult to change the men- 
tality of people who we may like to call them bureaucrats, but we 
are talking about following the law here. It is not a matter of it 
would be nice to get to this point. This is a law that has been in 
place since 1990, and if it is completed in 2007, that is 17 years 
too late. I don’t consider that success, I consider that failure. And 
so if there is any way that we can move this along, we will be ex- 
ploring that effort sometime in the future, I guess. 

Mr. Zakheim. Mr. Chairman, maybe I didn’t make myself clear. 
And, by the way, if you want to work with us on this, we would 
be delighted to work with you. 
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First of all, it is not a matter of saying we are not going to have 
anything until 2007. What I said was we will not have complete 
clean audits for all our financial statements by 2007. We already 
have clean audits for four of our agencies right now. 

Second, we are breaking this matter down in terms of component 
problems. I don’t even call them challenges. They are problems. 
Like problem disbursements, like our fund balance with the Treas- 
ury. We have already reduced our problem disbursements by ap- 
proximately a third. Our fund balance with the Treasury we hope 
to have cleared up within a year or so. 

We are working with GAO precisely for the reason you just out- 
lined, that we do not want to wait until 2007. We want to move 
this system along various parallel paths so there is more visibility 
as we go along into the financial statements and more solutions to 
the questions like, “why can’t you track something end to end from 
the time the money is spent?” and, “where is the piece of paper 
that demonstrates the process to the actual outcome and execution, 
that is from the request to the expenditure?” 

The money is not winding up in Swiss banks. That is to the cred- 
it of our bureaucracy. We know where the money is ending up, it 
is ending up in tanks, aircrafts and aircraft carriers. The problem 
is not that. The problem is that in terms of having the visibility 
we want to make decisions, to make choices, we just do not have 
it as well as we would like, and that is really what we are trying 
to do here. Obviously we are trying to comply with the law. I would 
venture to say without exaggeration what we have done in the last 
2 V 2 years has pushed us further and faster than what we did in 
the previous I 4 V 2 . 

Chairman NUSSLE. To suggest that all of the money is ending up 
in tanks is also not correct. There is money being wasted. I don’t 
think it is necessary to bring up the poster children of credit card 
abuse to Hooter’s and to Carnival Cruises; but having said that, we 
know if that is going on, there are other abuses that are more dif- 
ficult to find unless we get to the bottom of some of these audits. 

Mr. Spratt. 

Mr. Spratt. Thank you, Mr. Chairman. 

We can expect, as I understand your testimony, not to receive an- 
other supplemental request for the military deployment or for the 
economic reconstruction aid during fiscal year 2004? 

Mr. Zakheim. As I sit here now, that is the way it looks. 

Mr. Spratt. With respect to the cost of the deployment in 2005, 
just the military end of it, can we expect to have some kind of esti- 
mate of what the likely cost is in your year 2005 budget request? 

Mr. Zakheim. Right now we are looking at that. It is tough to 
do. It would make certain postulates about what force levels we 
have in particular. As I said, we have some goals which we hope 
to achieve. We are not there yet. One example: we have not yet 
gone beyond the Polish division and the British division, and we 
have had those for a few months. 

Again, can we train up all of the additional 100,000 Iraqis that 
we hope to? Yes. Will we have them all done by the end of next 
year? I don’t know. So far our track record has been good, but it 
is difficult to predict. I don’t know that I can give you an answer 
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to that. I am not being difficult about it, but simply responding as 
I have because of the difficulty of the question. 

Mr. Spratt. Surely internally you have a best estimate, you are 
not just flying blind? 

I am going to come to this chart next, and I asked Mike to give 
you that. Surely you have a working estimate that you are using 
within the Department? 

Mr. Zakheim. Again, we are not currently estimating the oper- 
ations and support costs or the additional personnel costs of 2005. 
Just to give one example of that, so much of these personnel are 
Reserves. We are trying to cut back on using Reserve forces. We 
have some question marks. I mentioned in my testimony we might 
have to use enhanced effort brigades. Are they Reserves or Active? 
We do not know. That is going to color the numbers. A Reserve 
that is called up goes from a $9,000 annual cost to a $123,000 an- 
nual cost. There are some serious variables that we have to ad- 
dress, and it is not easy to do. 

Mr. Spratt. I just handed you a couple of pages because I want 
to walk you through the last supplemental that we passed in April, 
which was for about $80 billion. I believe the request was $74.7 bil- 
lion, and it would be hard to follow the questions I have unless you 
have something in front of you. 

Of the $74.7 billion, $62.6 billion was for the Department of De- 
fense. Does that meet with your recollection? 

Mr. Zakheim. Yes. 

Mr. Spratt. Of the $62.6 billion, according to the justification 
documents, $30.3 billion went to cover sunk costs. As I recall, the 
sunk cost definition included costs that you were obligated to spend 
by virtue of having shipped equipment to one theater, it would 
have to be removed back to its home base, and that cost was re- 
flected in the $30 billion, as well as amounts already spent. The 
remaining money, $32.3 billion, the justification documents indi- 
cate that $13.1 billion was for a short, extremely intense period of 
combat operations; $12 billion was for mopping up and phasing the 
combat forces into an occupation force; and then there was $7.8 bil- 
lion out of the $74 billion that went to Israel and Jordan and other 
nations as well as postwar Iraq. As I understand the numbers, 
there was about $3 billion altogether in postwar aid to Iraq in this 
April request. 

Now, after the war was over you held a press conference. As I 
recall, you announced that the war turned out to be shorter than 
expected and therefore had cost less than expected, and as I recall, 
you said the war cost around $20 billion. How much of the $25 bil- 
lion, the $13 billion plus $12 billion, remained unspent or unobli- 
gated at the end of the war? If it turned out to cost less than we 
thought, how much was left over? 

Mr. Zakheim. As of the middle of September, we got $56.6 billion 
of the $62.6 billion that Congress appropriated.. 

Mr. Spratt. That was obligations? 

Mr. Zakheim. That was apportioned to us. 

We had $15.6 billion of the Iraq Freedom Fund, and we have 
issued about $10.5 billion. We have actually come to Confess for 
about $700 million, and up to now we have about $9.9 billion that 
has been issued. So you have a shortfall there. However, it looks 
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like Congress is rescinding 3 V 2 billion of the remaining IFF funds, 
so that out of that remaining, I would say, $5 billion, $3.5 billion 
has been rescinded, and all told we anticipate that $54 billion of 
the supplemental funds, so that $54 billion out of the $56.6 billion 
that we got was obligated prior to the end of fiscal year 2003. 

Mr. Spratt. What you are referring to is the rescission in the ap- 
propriation process? 

Mr. Zakheim. Yes. 

Mr. Spratt. The appropriators rescinded money that we provided 
you as recently as April in order to get the amount appropriated 
for next year down beneath the 302(b) allocation? 

Mr. Zakheim. Whatever the reason, they rescinded it, so we lost 
3 V 2 billion right there. Basically where we are is approximately a 
billion and a half short, and we expect to expend that pretty short- 
ly. So our estimates held up reasonably well. 

Mr. Spratt. Nothing is left after you account for the rescission? 

Mr. Zakheim. Not much. 

Mr. Spratt. $56 billion was apportioned, about $3 billion was 
taken away from you, and there is about $4 billion left; isn’t there? 

Mr. Zakheim. If you apportion $56.6 billion. And you have 3 V 2 
out of that, so it is $53 billion. 

Mr. Spratt. About 3 billion left? 

Mr. Zakheim. There is about a billion left. 

Mr. Spratt. Can you assign what that $3 billion is for? Is it for 
replenishment of assets? 

Mr. Zakheim. We got $1.4 billion for what is called coalition sup- 
port, including supporting, say, the Pakistanis. This is for oper- 
ations they are conducting in Afghanistan, and it would be more 
costly and probably more dangerous and probably less successful if 
we tried to do it ourselves in the tribal areas. 

Instead of taking a lump sum payment, the Pakistanis have 
asked for monthly payments. They essentially stretched it out. 
They do not go by our fiscal years. So they have money still coming 
to them that will be expended. That is an example of some of the 
monies where we know where the money is going. It is all ac- 
counted for is what I guess I am telling you, sir. 

Mr. Spratt. With respect to the war itself, can you give us your 
number as to what the war itself cost through whatever date you 
designate as the initial conflict ending? 

Mr. Zakheim. As you know. Secretary Rumsfeld said it was 
about $4 billion a month. That was an average. 

Mr. Spratt. It only lasted 3 weeks? 

Mr. Zakheim. That’s correct. But as you mentioned, there was 
money that we essentially replenished. We had cash-flowed money 
ahead of time. It was $30 billion, and the supplemental went to re- 
store those funds. And we have not obviously left Iraq. We have 
still over 128,000 troops there right now. That continues. It is 
working at approximately $4 billion a month. Right there you can 
get a pretty good sense of what the operations and additional per- 
sonnel costs amount to. 

Mr. Spratt. I understand, but the war itself, including the pe- 
riod that you call extremely intense period of combat operations, 
for which you allocate $13 billion and $12 billion for mopping up, 
is that approximately what it costs — about $25 billion? 
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Mr. Zakheim. The cost of the war was pretty much what we said. 
My memory tells me that those monthly rates were in the region 
of $6-or-so-billion a month, maybe higher than that, and that was 
in the immediate precursor to the war, the war and the immediate 
aftermath. 

Beyond that, as I said, the so-called mopping up as we have seen 
has not exactly been mopping up in the classic sense of the term. 

Mr. Spratt. With respect to the redeployment and replenishment 
and repair, particularly depot repair, what is your estimate of the 
all-up cost to handle that particular category? 

Mr. Zakheim. What we have in the supplemental is $2.8 billion. 
That presupposes that both private and public depots would be 
able to do about 25 percent additional work in fiscal year 2004. We 
think they are capable of that. 

Beyond that, there are obviously other needs, but that goes to 
whether you are going actually to modernize, replace, repair. There 
are all sorts of issues in terms of what exactly we want to do with 
some of these systems. We are not thinking about one-for-one re- 
placement either, so that is a factor as well. 

Mr. Spratt. The ranking member on the Committee on Appro- 
priations is saying there is still a large unmet need for depot main- 
tenance and high-level repair and replenishment. 

Mr. Zakheim. There is. It is a question of execution in fiscal year 
2004. It is what you can actually do. 

Mr. Spratt. So there is still sort of a remaining liability looming 
over the future that this equipment is going to be deferred for 
maintenance, major maintenance, for the time being? 

Mr. Zakheim. Again, there is money in the baseline budget for 
this, number one. Then it becomes a question of whether you can 
dovetail the already scheduled maintenance for some of these sys- 
tems with the maintenance that is required because they have 
come back from the battlefront. 

Secondly, as I said, the question is whether we indeed retain all 
of these systems or not. 

Mr. Spratt. The question I am getting is you and I know the 
O&M counts traditionally get funded pretty tight. Is there some re- 
maining liability that is going to be a charge against, a surcharge, 
an extra cost, incumbent on those accounts, the O&M account, for 
the next several years because of this deployment that we have not 
reflected here? 

Mr. Zakheim. We have been pretty good about fully funding 
O&M over the last few years and protecting it, and there is some 
real growth built into O&M which was not necessarily the case in 
the past. 

Secondly, as I said, as we go through this, I am not ready to con- 
cede the point that we will have a big additional overhang because 
of depot maintenance. It is a function of whether we can work in 
what has to be repaired with the schedules that already were set 
for those repairs; and, in addition, whether we factor in the re- 
quirement for preserving or perhaps disposing of some of these sys- 
tems. I am reasonably confident about this without challenging the 
question that there is a requirement for further repairs. 

Mr. Spratt. The $63 billion included $7.8 billion, part of which 
was designated for aid and humanitarian assistance to Israel, Jor- 
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dan and other unnamed countries. Where did that money go, and 
has it all been spent? 

Mr. Zakheim. That of course is not in my budget, Mr. Spratt. It 
is not my budget, it is the Department of Defense budget. It is cer- 
tainly not my budget. The Department of Defense does not have 
cognizance over that. That would be something to be discussed pri- 
marily with the State Department. 

Mr. Spratt. We have agreed to provide other nations like Paki- 
stan, if they will send troops, incremental costs to maintain troops 
in the field. They would pay the base cost, we would pay the incre- 
mental cost. Could that account be tapped for that expense? 

Mr. Zakheim. You mean for the aid, is that what you mean? 

Mr. Spratt. Yes. 

Mr. Zakheim. These are totally separate. The DOD accounts are 
for supporting military operations by our allies and friends. There 
are some very, very strict conditions before we actually fork out a 
penny. First, they have to be operations that these countries other- 
wise would not have undertaken. Second of all, they have to be op- 
erations that they undertook at our request. And third, they have 
to be operations that are clearly geared to fighting the war on ter- 
ror. 

Having met those conditions, we then actually look at what bills 
they submit to us, and we review them to see whether, in fact, we 
can verify that those operations indeed were undertaken to meet 
all those conditions. Quite frankly, we have annoyed some of them 
because we do not pay then 100 cents on the dollar; but that whole 
effort is totally separate and apart from aid to Israel or Jordan. It 
is a completely different account. 

Mr. Spratt. But you are paying that out of your hide? 

Mr. Zakheim. Again, it is the Department’s money, the people’s 
money. It is certainly not mine; but yes. 

Mr. Spratt. I have one question that does need to be put to you 
because we need some clarification. 

We frequently see the per-month cost of maintaining troops, the 
deployment in Iraq, and I guess the theater of about $3.8 billion? 

Mr. Zakheim. It is a little higher. We have been saying $3.92 bil- 
lion. That is about right. 

Mr. Spratt. You have requested $51 billion. If you divide that 
by 12, it actually comes out to about $4.3 billion which is a little 
higher. You said we have 128,000; I was given the number 113,500. 
I would think we would draw down those troops somewhat and 
maintain an average of 100,000 or so for the next fiscal year. If you 
do that, the cost per troop works out to be about $40,000-$45,000 
per troop per month. That is over and above their base pay and all 
the other benefits they get. That is $45,000 of incremental cost, 
which seems substantial, to say the least. 

But then when we look at Afghanistan, we have 9,000 to 10,000 
troops in Afghanistan. We are getting $1 billion a month for their 
maintenance, $900 million to $1 billion. If you do the arithmetic on 
that, that comes to close to $100,000 per troop per month, the in- 
cremental cost, which seems an enormous sum, one; and two, espe- 
cially in comparison to what is happening in Iraq where those 
troops have a regular high ops tempo, I would think. 
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How do you account for the cost components that make up that 
$4 billion a month and for the difference between Iraq and Afghan- 
istan? 

Mr. Zakheim. In terms of the cost components, basically what 
you have is not just the marginal cost of the forces, it really de- 
pends whether they are Active or Reserve because there is a huge 
difference in terms of what it costs us. The Actives involve addi- 
tional costs, whether it is hardship pay, family separation allow- 
ance, or hazardous duty pay; whereas for the Reserves it is a dif- 
ferent story, they are now being paid as Actives. 

The second fact is the cost of transporting them and bringing 
them back. There is the cost of housing them there. We have put 
more money into housing them. They were working under pretty 
rotten conditions. There was concern that we have not moved as 
quickly as some would like in terms of improving conditions there, 
and we are actually doing that, and we have budgeted funds for 
that. 

Yet another factor beyond the conditions in terms of living, and 
that includes air conditioning and water and so on, are the per- 
sonal security elements. There has been a lot of concern, for in- 
stance, about the ceramic tile inserts to the Kevlar jackets about 
how to protect the Humvees and other vehicles, and about up-ar- 
moring Humvees, and those are additional costs associated with 
this effort. There are multiple inputs into the $4 billion a month 
that go beyond simply personnel costs per se. 

In terms of the difference between Afghanistan and Iraq, a lot 
of people have noticed that, and I think some of it is simply a func- 
tion of the relative cost of Reserves there and the facilities that we 
have put in. We have been there longer and have spent more 
money on facilities there than in Iraq. Again, the average is about 
$950 million a month. On the face of it it seems an oddity, and we 
can get you for the record an accounting of that. 

Mr. Spratt. The cost has gone up. We were typically getting a 
number like $3.8 billion several months ago, and now it has crept 
up to over $4 billion. Particularly if you divide 12 months by $51 
billion, that is $4.3 billion in your request. It would seem to me 
that now that we have our troops over there in theater and ops 
tempo is down to at least less than what it was when we were 
fighting a hot war. We have a guerrilla war on our hands now, but 
the logistics and supply folks are trying to realize some efficiencies. 
It seems to me that the costs would be going down rather than up. 

Mr. Zakheim. Precisely because there are so many troops there 
that are functioning in a different way, we have new requirements 
for logistics that we did not have during the war. It was different 
logistics during the war. Now we are talking about keeping people 
on the ground doing things that in the wartime they did not really 
need to do. They did not need facilities on the ground in Iraq. They 
did not need welfare recreation facilities. They did not need 2 
weeks of rest for which we are paying now. There are a lot of 
things which have materialized as a result of being there, or maybe 
precisely because it is not a combat situation. 

Mr. Spratt. If you can give us that for the record, I would appre- 
ciate it. 

Thank you, Mr. Chairman. 
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Chairman NUSSLE. Mr. Gutknecht. 

Mr. Gutknecht. Thank you, Mr. Chairman. 

Mr. Zakheim, thank you for coming up here. Let me apologize in 
advance, and we hope you do not take some of these questions per- 
sonally, but they are the kinds of questions that we get when we 
go home. In many respects, those of us on this committee and, 
frankly, in the Congress, we do reflect what the people are thinking 
about and what they are talking about. 

$87 billion is a lot of money. If you divide that up, that would 
run the State of Minnesota for probably at least 6 years, OK. When 
you talk about some of these numbers, I think Mr. Spratt, the 
numbers that he just talked about, the numbers per month are just 
mind-boggling to the average grain farmer in southeastern Min- 
nesota. 

In some respects, I am happy you have been as forthright as you 
have been today, and in some ways I am a little concerned. I think 
one of the problems that we have right now in communicating all 
of this to our constituents is there is a dissidence. We have had 
various folks from the administration come down here in the last 
year or so, and we have gotten sort of different kinds of stories. 
One of the stories, for example, is that there are no more than 
2,500 or 5,000 terrorists at large in Iraq, and generally toward the 
lower end of that number. And yet somehow to deal with that, we 
need 140,000 Active troops. We need every type of weapon system 
known to human beings and still that does not seem to be enough. 

The other dissidence is created because the Commander in Chief 
himself said a number of months ago that the war is over, and yet 
every day we learn that is not exactly the whole truth and nothing 
but the truth. 

Secretary Wolfowitz and Armitage were up here earlier this year, 
and they said the cost of any rebuilding could easily be borne by 
the Iraqis themselves, because if you divided up the potential oil 
wealth in Iraq, they are potentially the third wealthiest country in 
the world. All of this creates an awful lot of dissidence not only in 
this committee, but among the American people. And now we are 
being asked for another $87 billion, and I have to say what I said 
back home, and that is that this is not what we were told a few 
months ago. 

So as we go forward, the only thing I would ask is that you work 
with the people both at the Department of Defense and the State 
Department to at least have one story, and you are going to have 
to help us explain $100,000 a month. I am sounding like I am rag- 
ging on you, but these are difficult things to explain. When you 
have a 20-year-old kid who loses a leg in Iraq, and he is in the hos- 
pital, and we bill him $8.10 a day for food, that is a hard thing to 
explain on my radio show back home. Or, for example, that we are 
willing to spend these huge amounts of money, and if one of those 
kids gets killed, we send their families a check for $6,000; and, oh, 
by the way, they have to pay Federal income tax on that next year. 
We have to have a much better system of communicating this. 

I know this is not your category, but the whole area of the $22 
billion, and I understand the President’s position, and I also under- 
stand that we cannot afford to fail, and we have made an enormous 
commitment to the people of Iraq, and we are in a difficult position 
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in trying to pull the rug out from under them. But I hope the peo- 
ple down at the White House, Pentagon and State Department un- 
derstand that this $22 billion is going to be borrowed. It is going 
to be borrowed against future oil revenues of the Iraqis, or it is 
going to be borrowed against our children. One way or the other 
it is going to be borrowed. The question is who is going to have to 
pay it back? 

Everything that you can do to make certain that we have good 
information; and more importantly, I think what the chairman and 
the ranking member were saying, at the end of the day we all have 
to be held accountable, and that includes the Department of De- 
fense. I know there are people in this building, not necessarily in 
this committee, but in some of the other committees, who believe 
that every agency of the Federal Government is capable of waste, 
fraud, and abuse, except the Pentagon. I do not happen to be one 
of those people. It seems to me we have every right to know how 
in the world do you spend $100,000 a month? 

Mr. Zakheim. Sir, first, I do not have any difficulty with the 
kinds of questions you ask. It is not a question of me taking it per- 
sonally or not. We all have friends who have kids, or we have kids, 
who are out there. In my case if you want to get personal, I have 
a stepson who is a photo journalist who went out with sniper mis- 
sions, who went with special operations people, who was with the 
101st when that guy threw grenades into the tent next door. My 
stepson calls home from Iraq, and we hear the mortar fire in the 
background, and we do not sleep at night. We understand every set 
of parents in this country who have difficulty sleeping. These are 
questions that deserve to be answered and should be answered. 

So let me try to answer some of them, at least to clarify for you. 
Why do we need so many Active troops with the terrorists being 
in Iraq in such small numbers, and obviously by definition we do 
not know how many terrorists there are, whether it is 5,000 or 
2,500. I am not an intelligence type, I cannot talk to that. 

Mr. Gutknecht. I did not make up that number. That is what 
we are told. 

Mr. Zakheim. No, no, I am not challenging that. I am going down 
a different path, which is simply this, and as one IRA terrorist once 
said, everything works until we succeed one time, and that changes 
everything for the British, and it has for all those years. Look at 
the thousands upon thousands of troops that they have in a little 
place called Northern Ireland. Look at what the Israelis have to do 
in territory that is tiny compared to Iraq. So maybe 114,000 is not 
the issue. The answer is maybe to get more Iraqis on the ground 
dealing with their own, and that is exactly what we are trying to 
do, and I think that has been a consistent message of the adminis- 
tration. 

As far as the war being over, as you know, the President really 
referred to major combat operations. No one was under any illu- 
sions that the war was over; but it is fair to say we are not talking 
about sending in F-15s or F-16s or those kinds of things. We are 
dealing with a different kind of operation and threat, and it has to 
be dealt with. It in no way diminishes the President’s statement; 
we have just moved to a different phase, and I think most folks un- 
derstand that. 
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As to the cost borne by Iraq, there was the question of borrowing, 
grants versus loans, whether we would bear the cost; that someone 
is going to be essentially borrowing. It is fair to say — and actually 
let me step back because you did mention that my Deputy Sec- 
retary made some statement about how Iraqi oil money is going to 
cover things. What he said was that he expected over the next few 
years the Iraqis could generate about $50 billion in oil — that is our 
estimate, and the World Bank does not challenge those — over the 
next 4 years. In 2004 it will be about $12 billion in revenues; about 
$19 billion in 2005; and about $20 billion in 2006 and 2007. You 
do the sums, and that is what it comes to. 

The difficulty is that a lot of that money is going to go to the run- 
ning costs of Iraq, and then there is the need to jump-start the 
economy and to do investment beyond running costs. Certainly over 
the next couple of years, maybe the next 3, Iraqi oil is not going 
to do the trick. That is why it is not just us, but other members 
of the world community are prepared to change their own policies, 
like the Japanese, and put grants in up front. Everybody recognizes 
that within a few years, the Iraqis will be on their own feet. 

The question is: How do you get from here to there? We cannot 
do it, frankly, if we lend them the money. If we lend them the 
money, we beat them further into the ground. Let us leave aside 
all the political science stuff about resentment and Versailles and 
all that. The basic economic problem is if we lump them with more 
debt, they will never be able to get out from under it, we will slow 
down the process of recovery, and we will make it more costly. The 
Japanese understand that, and the British understand that, and 
the world community understands that. 

I think I have addressed the grants versus loans as well. I have 
segued into it. 

Again, you are asking the right questions, and we are trying to 
get you the right answers because the American people deserve 
them. 

Chairman NUSSLE. Before we move on, I need to say this for the 
record before we move to Mr. Moran, and I apologize to the Mem- 
ber. 

I hear that you are saying if you cannot budget for every possible 
future contingency, you cannot budget for any. I need to just say 
this: That may have been how we handled the budget in 2003 and 
2004, but I just need to tell you from this Member’s standpoint, 
that is not how we are going to handle the budget in 2005 and be- 
yond. We are far enough way away from the budget submission 
that we have time to plan, and if there is a belief on the part of 
the Department of Defense that we are not going to do that for 
2005 and beyond, I need to say that is a mistaken belief, at least 
by this Member’s vote and intention. 

Mr. Moran. 

Mr. Zakheim. I would like to respond to that, if I may. I think 
I was misunderstood, or maybe I did not make myself clear. It is 
not that we are not budgeting for any contingency. In fact, the 
whole way we have structured our programming and budgeting 
process is to have a capabilities-based budget which moves away 
from contingencies and creates situations. 
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Chairman NUSSLE. So then I will ask the question that I asked 
before. Are you or are you not going to include in your 2005 budget 
request the global war on terrorism? 

Mr. Zakheim. The answer I thought I gave you and continue to 
give you is 

Chairman NusSLE. You don’t know that yet? 

Mr. Zakheim. Beyond that in certain respects, of course. 

Chairman NusSLE. What I am suggesting to you, and it does not 
require a response at this time, the response I would suggest very 
respectfully that needs to come in your submission is that you need 
to do that. That is the request, that is the answer I need is in your 
request, not an answer today that you will try. That is great. I am 
glad you will, we hope that you will. But the answer needs to come 
in the request. I apologize to Members for taking the time. I don’t 
usually do that, but I needed to. 

Mr. Moran. Mr. Chairman, this is the same thing on all of our 
minds. Just as you said, every one of us want this venture to be 
successful, and with as little loss of life and limb as possible before 
we can get out. But if it was the Clinton administration, you know 
the kind of pressure there would be on specificity as to amount, as 
to period of time for engagement. I remember the deadlines that 
were given with regard to Bosnia, and that was a much smaller 
level amount of money and troop commitment. 

It has been 6 months since we passed the last Iraq supplemental, 
and things have gotten much worse. That was an opportunity to at 
least have taken care of some of the bare necessities which have 
been mentioned by the Chair, the ranking member, the most basic 
protections of the troops, the Kevlar jackets, protecting the Jeeps, 
the hand-held devices that will jam portable explosive devices. One 
would think all of those would have been in that request, but they 
were not. Now that is being used to partly justify this current re- 
quest. How do we know it is going to be taken care of with the 
money we provide now? 

We were just told by Secretary Rumsfeld last week that the force 
that will be in Iraq next year is likely to be 40 to 60 percent non- 
enlisted, in other words Reserve and Guard. The Army has told us 
that they cannot sustain significant troop levels in Iraq much be- 
yond spring of next year. This is going to have a dramatic effect 
on our ability to have an adequate number of people in the Guard 
and Reserve for maybe a generation to come. 

There is a lot of evidence that those people who were telling the 
administration what they needed to know instead of what they 
wanted to hear were ostracized. Larry Lindsey, Chair of the Coun- 
cil of Economic Advisers, said this war could cost $100 billion to 
$200 billion. That was the only estimate we could get, and where 
is he? He is gone, put back in the private sector. 

Everybody else deferred answers, just like you are doing, Mr. 
Zakheim, and I do not blame you, but you are being given your 
marching orders. More importantly, the military has been 
marginalized in planning for the budgeting and operations in Iraq. 
I think that is a large part of the problem. Much of the military’s 
funding requirements to reconstitute the force were not even con- 
sidered by the Office of Management and Budget or by your office 
in the preparation of the supplemental request. We have been told 
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that by the very people who should have had that input. They were 
given an arbitrary funding limit set by your office and by 0MB. 

That is a top-down approach that is going to have dire con- 
sequences. A failure to expediently reconstitute the force is going 
to leave our military ill-prepared for future contingencies, and you 
justify the reason we are in Iraq is because we are going to go out 
and hunt down the terrorists. What about Iran and Syria and 
North Korea. How are we going to be prepared to deal with situa- 
tions in those countries that might become critical if our forces are 
as depleted as we are told they have been? 

Boy, we have some dramatic numbers in terms of depletion of the 
force. We are told 46 percent of all Army spare parts are not avail- 
able. They are called zero bin. Forty percent of the Humvee vehi- 
cles are out of commission due to the lack of spare parts. I could 
go on and on. 

This is not going to work. We need specific numbers. You are 
going to hear this over and over again. And if you have some better 
answer than what we are getting in your statement, I would love 
to hear it. But it sure makes people on your side voting for this 
supplemental and it makes it very difficult for those Democrats 
who want to support our troops to give you another blank check. 
Do you have any response? 

Mr. Zakheim. Sure. Let me try and take each of your concerns 
in turn. 

The first one is actually a pretty straightforward issue. You men- 
tioned 6 months ago there was a supplemental. That was true, for 
fiscal year 2003. I was constantly asked, as were others in the ad- 
ministration, are you going to come back for more money for fiscal 
year 2003? We said no, and we did not. 

The supplemental now is for fiscal year 2004, and I believe I 
gave both the chairman and Mr. Spratt an answer on that one: We 
do not anticipate at this time coming back for more money for fiscal 
year 2004. The 2003 supplemental was, relatively speaking, late. 
We had forward-financed a lot of our activities, and we waited until 
the war was over — 2004 is a completely different circumstance. It 
is an apple and an orange in a certain way. I am glad you asked 
that question, as they say. 

About the body armor and some of the other systems, the Army’s 
original plan was to outfit about 61,000 troops, and now we have 
a lot more. The Army actually more than doubled their require- 
ment. It is now about 137,000 sets. Right now, as of September 
24 — I am 2 weeks late with my information — there are 98,000 sets 
already in theater, 50 percent more than the Army’s original plan, 
and we expect the remaining sets to be filled by the end of Novem- 
ber 2003. 

As a result of concerns that you and others have raised about 
force protection, the Deputy Secretary asked the Director of Re- 
search and Engineering and myself — for him to identify systems, 
for me to find the money in some way — to find near-term solutions 
to deal with CENTCOM’s priorities for a situation that was clearly 
involving these explosive devices. No one anticipated that to the de- 
gree they are taking place. We were asked, “How do we up-armor 
the Humvees?” 
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We got three different estimates every 2- or 3-week interval. The 
Army went back to the contractor and said, “can you produce 
more?” They gave a number. Then the Army went back and said, 
“can you produce more?” They gave a second number. The Army 
went back a third time, “can you produce more?” and they gave a 
third number. Our original estimate was about 595- in the supple- 
mental, and we came in with over 700-. Now there is an increase 
for even more. 

What the Deputy Secretary said was, “can you work out a plan” 
for things like countermortar radars, additional unmanned vehi- 
cles, various electronic countermeasure devices, up-armoring the 
Humvees, body armor, Kevlar suits, ceramics for the jackets and so 
on. The Director of Research and Engineering, Ron Sega, has been 
working on putting something together. We are working on identi- 
fying the funds, and we expect to come back shortly and tell you 
how we are going to deal with that. 

We are being responsive to a situation that I don’t think anybody 
really foresaw in its precise nature, not the least was the Army. As 
they have upped their requirements, we have tried to be respon- 
sive. We do not want the kids killed any more than you do. We 
have all visited Walter Reed and Bethesda, and it tears your heart 
out to see young women who are mothers without legs, young men 
without stomachs and so on. We have to do something about it, and 
we intend to. I am not challenging your point, I am showing you 
that we are being responsive. 

In terms of the military being marginalized, that one I have to 
take issue with. We did not marginalize the military. We worked 
with the joint staff, which synthesizes the services’ requirements. 
They were not marginalized. I do not know who told you this, but 
I will tell you as best as I know and as far as I participated in this 
process, we did not marginalize people. We worked with the best 
estimates we had; and as I just mentioned in the case of body 
armor, the estimates changed. We are trying to be responsive. 

Mr. Moran. What did the Army tell you that it would take to 
reconstitute the force? 

Mr. Zakheim. I do not have a precise recollection right now. They 
came in with addition estimates. They worked with our staff. They 
revised them. The estimating process — as you know very well, you 
have been in this business for quite some time — begins with pre- 
liminary estimates, and we scrub them. Sometimes the estimate 
goes up. That is what happened with the Humvees. The Army in- 
sisted they needed less than 600 Humvees. They went back to the 
manufacturer and got more. They wanted more, but it was a ques- 
tion whether it could be executed. Sometimes the estimates go 
down. That is the give and take of the process. 

Mr. Moran. Thank you, Mr. Chairman. 

Chairman NUSSLE. Mr. Diaz-Balart. 

Mr. Diaz-Balart. Thank you, Mr. Chairman. 

I think there is no higher priority than seeing our troops have 
the best training and equipment, and our national security is pro- 
tected. That does not mean, however, that we should not be con- 
cerned about waste, fraud, and abuse. This chairman has been 
harping on that for a long time and has been leading efforts to try 
to get rid of waste. 
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I want to mention just a couple. The GAO report that studies ex- 
penditures on contingencies operations in the Balkans and South- 
west Asia said that over 5 percent of the expenditures were ques- 
tioned by the GAO. Some of those jump up and bite you: a sofa and 
armchair for $24,000. For that it should drive someone to work. 
Decorative lock for $19,000, a designer table for $2,200, executive 
pillow for $1,800. 

You mentioned before in your statement how all of the money is 
going to aircraft carriers and tanks. Some of it seems to be going 
for things that are obviously none of the above, and that worries 
me. I think that should worry all of us, obviously, for two reasons. 
One, it is obviously taking from the taxpayers, and two, it is also 
not going to serve those troops on the field that need all of the help 
they can get. 

I am hoping that you are looking at some of those issues and you 
are going to come up with some things to try to correct some of 
those issues, but also some system of accountability. I don’t think 
you can have accountability without having people’s jobs on the 
line. What are you doing to make sure — and you are working on 
it, and the chairman had some very good questions as far as tim- 
ing, but are you looking at a system of accountability that will ac- 
tually put people responsible for these sorts of actions in a situa- 
tion where their jobs are on the line even? 

Mr. Zakheim. Those are all fair questions, so let me try to ad- 
dress them. When all of that stuff came up about the sofas, I guess 
somebody also was bringing sand into Saudi Arabia. I asked my 
staff to look into what was going on and what I could do about it. 

The first thing that we found was a lot of this was money that 
was what is called MWR money, morale, welfare and recreation 
money. It is not taxpayer money at all. It is money that people 
raise and are able to spend. They get it from private sources and 
so on. I felt very uncomfortable because the average person on the 
street is not going to understand the distinction, but there is a dis- 
tinction. 

The second part is that even if I could point out that someone 
had not acted properly, if that person was in the military, my 
hands were tied. There is something called command influence. I 
cannot go to a military commander and tell him or her how to dis- 
cipline people. I can write memos and issue very stern instructions 
and warnings to the civilian side of the services, and I have. I can 
send you copies for the record if you need some of those. But there 
are bounds beyond which I cannot go. 

And the reason you have these command influence laws are 
straightforward. You do not want the military to be subject to the 
whims of civilians either. In this case there could be a very good 
reason for beating up on somebody, but there may also be bad rea- 
sons, and that is why the laws are strict about what someone like 
me can or cannot do. 

The chairman mentioned credit cards. We did not just wring our 
hands. I created a credit card task force. What we have done is out- 
lined ways to get to the bottom of this. We have worked out sys- 
tems where there are things called split disbursements. You pay 
the hotel directly, and the guy or woman does not get their hands 
on the money. 
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We have ways of tracking patterns in the expenditures. And 
frankly, I do not want to go public, because if I tell how we are 
doing the tracking, then the tracking will not be as effective. But 
a lot of stories you read in the paper about people caught out doing 
fraudulent stuff, it is because of the tracking we have started. We 
have new training courses and handbooks. I can send you a list of 
these things. 

What we can do, we are doing, because it is not for some vague 
taxpayer; it is for me, you, my family, your family. So we are doing 
something about this. 

Chairman NUSSLE. Mr. Edwards. 

Mr. Edwards. Mr. Zakheim, you work every day on behalf of our 
servicemen and women, and I appreciate that, but I am going to 
be very direct in my comments and questions. 

First, the administration said it will take good care of our mili- 
tary families. I do not doubt the intention at all, but I do want you 
to answer, if not during this 5-minute period, in writing to me, how 
can it be that the administration this year can say we can afford 
a $230,000 tax break to someone sitting here safely at home mak- 
ing $1 million a year in dividend income if the administration’s po- 
sition this year is we should cut military Impact Aid education 
funding that provides better schools for the kids whose parents are 
fighting in Iraq today by $173 million? Why is it this administra- 
tion says we ought to cut military construction funding by $1.5 bil- 
lion this year, which means less housing for our military families, 
less day-care centers, less health care clinics, despite the fact in 
this same year we passed that dividend tax cut? And why can an 
administration that pushed so enthusiastically earlier this year for 
a dividend tax cut cannot get the Speaker of the House to move the 
bill that has been sitting at his desk for 6 months, the Tax Fair- 
ness for Military Families Act, H.R. 1307, which would provide 
modest death tax benefits and home sale tax benefits for military 
servicemen and women? I certainly hope it is not because the lead- 
ership in the House is offended by the idea that the Senate pays 
for that bill by closing the loophole on Benedict Arnolds who leave 
our country to keep from paying taxes even during time of war. 

Dr. Zakheim, I think the key question before the committee 
today is not do we support a strong national defense. All of us in 
Congress do. But I think the key question is whether the American 
people have yet been told the truth about the full cost of the Iraqi 
war and the full cost of our future Defense budgets. I think the an- 
swer is no. If you cannot answer as Defense controller what the es- 
timated cost of the Iraqi war will be, then who can? 

This administration was slow to tell the American people what 
the cost of the Iraqi war might be, and when it did, it estimated, 
I believe, around $70 billion. That estimate was over $70- to 80 bil- 
lion wrong, and we are just beginning to get through this process. 

Just a few months ago, referring to chart No. 13, Secretary 
Wolfowitz, in answering a question to this committee about the cost 
of Iraqi reconstruction, said to assume that we are going to pay for 
it is just wrong. Well, it was Secretary Wolfowitz that was wrong. 
What bothers me is not the cost of the Iraqi war, which I will pay 
for and support, it is not the cost of national defense, but it is that 
an administration that is so uncertain today about our future cost 
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in Iraq and for national defense had no uncertainty when saying 
a few months ago we could afford a half-a-trillion-dollar dividend 
tax cut bill. That simply makes no sense. 

I want to ask you this question: Is there a time when you can 
estimate for us and the American people a low, high, and most ex- 
pected cost for the Iraqi war? And secondly, will you stand by the 
present fiscal year debt for 2004-09, the administration’s defense 
budget estimate, or do you think perhaps the Congressional Budget 
Office was right when it said that budget, excluding the Iraqi war 
cost, underestimates our defense needs by $61 billion? 

I think those are questions we need to have answered before the 
administration pushes through with what it said recently, and that 
is next year they are going to push another tax cut even as our 
military housing is underfunded, even as they are trying to cut Im- 
pact Aid for education for military kids at Fort Hood in my district 
while Mom and Dad were getting on the plane to fly to Iraq. I will 
stick with you in supporting a strong defense, but this administra- 
tion needs to be carry out its responsibility to the American people 
to be honest about the cost of this Iraqi war and the true cost of 
our Defense budgets for the next 5 years before we start making 
grandiose promises and digging a huge hole for our children and 
grandchildren by passing on a massive national debt because they 
were not given those honest numbers. 

Mr. Zakheim. First of all, Mr. Edwards, I know you are a strong 
supporter of national defense. You do not have to convince me or 
anyone in your district, I suspect. I am not going to address some 
of the larger issues which are outside of the purview of my Depart- 
ment in terms of taxes and so on. They are questions that others 
are in a better position to answer. 

On Impact Aid, as you no doubt know, the budget is in the De- 
partment of Education, so it is outside my ability to do very much 
with. 

On the full cost of Iraq, I guess it really amounts to this: What 
Deputy Secretary Wolfowitz said, the question that he was re- 
sponding to, he gave an accurate response to. If you put the slide 
up again, you would see that the question he was asked was 
whether the cost of Iraq’s reconstruction would eclipse the cost of 
the war and its immediate aftermath. And his answer was, our 
contribution to the cost of reconstruction, which is about $20 bil- 
lion, is. A, less than 50 percent of the cost estimated by the World 
Bank and the United Nations; and, B, is going to be less than what 
the Iraqis over the next 4 years are expected to generate in terms 
of their oil revenues; and, C, is less than the cost of the war. He 
did give an accurate answer. 

In terms of the full cost of Iraq, as I told the chairman and Mr. 
Spratt, right now we see this $20 billion as our share of contribu- 
tion costs. Beyond that, in the regular appropriations cycle, if there 
is a need to give EME or aid money to Iraq, it will go through the 
usual appropriation. This supplemental is the one big, critical in- 
jection of funds. 

In terms of operations, I know it is frustrating for all of you. It 
is frustrating for us as well, but we cannot predict where we are 
going to be 1 or 2 years down the road. We know as long as we 
continue down the current trajectory of training Iraqi forces and 
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anticipate getting more international troops in, our numbers will 
come down, and therefore operation costs will come down, and our 
personnel costs will come down. It is not that we are being stub- 
born here. 

Mr. Edwards. Do you have costs based on those estimates and 
assumptions? 

Mr. Zakheim. We are looking at that. We can see what we can 
do about that, but even those estimates continue to vary. So when 
you ask me whether there is a high, low or middle, the study I be- 
lieve you are referring to did not account at all for the Iraqi con- 
tribution. It did not account for international contributions. The 
same, by the way, with CBO. I used to be at CBO. It is a top-flight 
place. The people there are the best of the best right now, and 
hopefully we were pretty good when I was there, too. 

Again, CBO’s methodology is very rigorous and they are clear 
about what they do. They have assumed one-for-one replacement of 
all the systems. That is not how we will he doing it. The trans- 
formation is clearly not a one-for-one replacement. When you put 
$24 billion and $240 billion into transformation, you are talking 
about a complete overhaul of the way you are buying and replacing 
systems. If systems were replaced one for one, you would be abso- 
lutely right, because every few years the cost of a weapon system 
doubles. It is just compound interest effect. But that is not what 
we are doing. 

The other thing that the CBO highlighted in a very good way is 
the cost of all of these additional entitlements. They did not even 
count in Tricare for Reserves or the cost of current receipt. My 
goodness, what is it going to do to their estimates when these are 
brought in? 

Chairman NUSSLE. I am going to call on two more Members be- 
fore we break for the vote: Mr. Hensarling and Mr. Scott. 

Mr. Hensarling. Thank you, Mr. Chairman. 

Dr. Zakheim, during my limited time I do not care to debate 
Iraqi policy with you or debate the amount of money that the Pen- 
tagon is spending under your watch. I do care to inquire some 
about how that money is being spent. 

First of all, as an observer of human nature, the world works off 
of incentives. On your watch, tell me about what incentives the guy 
or lady seven or eight layers down in the bureaucracy has to be a 
good steward of the taxpayer money, be it civilian or military per- 
sonnel? Are there pay raises, promotions, ribbons? What is the in- 
centive that would have somebody be a good steward of the tax- 
payer money? 

Mr. Zakheim. We have put a new proposal to Congress for a com- 
plete change in the way we deal with civilian personnel, which in 
many ways would create the kind of flexibility at the top that right 
now does not fully exist. I would say that the current system 
makes it very, very difficult for really talented people to jump up 
because the pay bands are quite narrow and rigid, and were set a 
long, long time ago. 

So in addition to the usual sorts of incentives and the kind of 
things you mentioned, not to mention the fact that ultimately peo- 
ple go into government and public service if they are talented be- 
cause they care about the public. And, you know, the talented peo- 
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pie in the bureaucracy could clearly be making a lot more money 
elsewhere. So their incentive, their fundamental incentive, is the 
public service. 

Having said that, I think the kinds of reforms that Dave Chu has 
been proposing are critical to create a circumstance where better 
people can be demonstratively rewarded for what they are doing. 

Mr. Hensarling. Well, that is what I would be interested in. I 
mean, the incentive to go and serve your country and being a good 
steward of the taxpayers’ money I don’t believe necessarily are 
identical concepts. There may be a lot of people who want to serve 
their country, but that doesn’t necessarily mean that they are going 
to go out and purchase the $10 hammer as opposed to the $100 
hammer. 

As long as we are on the incentive question though, a question 
that I like to ask all of our witnesses is: What else could this Con- 
gress do that would allow the Pentagon to maintain their current 
mission as defined but do it in a more cost effective manner? 

Mr. Zakheim. We do have a number of proposals, as I say, a 
number of ideas that we have put together that are currently pend- 
ing before the Congress — the overhaul of our civilian personnel sys- 
tem, perhaps being one of the most prominent in that regard — 
which would allow us to be far more cost effective. There are others 
as well and I can give you those for the record. There are quite a 
few of them. 

[The information referred to follows:] 

Me. Zakheim’s Response to Mr. Hensaeling’s Question Regarding Pentagon 

Efficiency 

The best and fastest way for Congress to enable the Department of Defense to 
fulfill its current missions more cost effectively would be to pass President Bush’s 
“Defense Transformation for the 21st Century Act of 2003” — submitted last April. 
This package includes our important and pressing requirements. We especially need 
approval of the National Security Personnel System. Among its several key benefits, 
the System could enable the Department to substitute civilians for military per- 
sonnel in thousands of non-military positions, which would help relieve the strain 
on our military. Other initiatives in the Act include improving the acquisition and 
contracting process, transforming the appropriations and budget process, and reduc- 
ing unnecessary reporting requirements. 

Mr. Hensarling. Well, I would very much like to have that sub- 
mission. 

President Bush was quoted once as saying that we have to go be- 
yond marginal improvements to harness new technologies that will 
support a new strategy. Obviously, the threat to America has 
changed over the years, yet I am only aware of one major weapons 
system being canceled as we add on all the new spending to meet 
the new threat. It seems to me that a case can be made that all 
we are doing is building new systems on top of cold war legacy sys- 
tems. Can you disabuse me of that notion? 

Mr. Zakheim. I will certainly try. I guess the one you are think- 
ing of is Crusader. But the Army alone cut 18 other systems. If you 
recall, we cut the size of the B-1 force by improving the rest of the 
B-1 force. We totally changed the DDX project. That is now com- 
pletely different in terms of new systems that we are talking about. 

Mr. Hensarling. What are the documented cost savings then on 
these transformations and cancellations? 

Mr. Zakheim. We have those. I will get them to you. 
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[The information referred to follows:] 

Mr. Zakheim’s Reponse to Me. Hensarling’s Question Regarding Documented 

Cost Savings 

To implement Secretary Rumsfeld’s guidance stemming from the 2001 Quadren- 
nial Defense Review, the Military Services have shifted hillions of dollars from their 
old multi-year budget plans to new ones — as they have terminated and restructured 
programs and systems. For FY 2004-09, the Military Services estimate that they 
have shifted over $80 hillion to help them transform their warfighting capabilities 
and support activities. 

Of special note, the Army’s fiscal year 2004-09 budget plan cancelled 24 acquisi- 
tion programs and restructured another 24. 

Some transformational changes will not be reflected in savings. Instead, existing 
funding has been redirected to achieve transformational capabilities, rather than 
merely upgrade to legacy systems. For example, the Navy’s planned 2007 aircraft 
carrier has been upgraded to the CVN-21 design — whose innovations include and 
enhanced flight deck, a new nuclear power plant, allowance for future technologies, 
and reduced manning. Some of these capabilities previously were not going into a 
carrier until 2011. This is an example that fulfills President Bush’s goal of skipping 
a generation of systems or technologies. 

Mr. Hensarling. OK. I am sorry, I interrupted you. If you want- 
ed to 

Mr. Zakheim. Sure. I was just going to say that if you want to 
look at some new systems, we put cruise missiles on our Tridents, 
which is a completely new approach. Our UAV programs have ex- 
panded. We have got some very exciting space based programs and 
also communications programs, some of which are classified and 
perhaps you could be briefed about them in another venue. The 
Navy has a new program for a littoral combat ship, for completely 
different type of naval operations that are not your classic blue 
water operations. There is the future combat system in the Army, 
where research and development is going to ramp up and the new 
chief of staff is looking at making that more appropriate for the 
21st century. The Stryker system is another one. 

That is not a bad list right there. 

Mr. Hensarling. Thank you. 

Chairman NUSSLE. Mr. Scott, it is your option whether you want 
to go now and sneak this in, or wait until after we resume. 

Mr. Scott. I prefer to come back. 

Chairman NusSLE. All right. Then we will recess until after the 
second vote. Thank you. 

[Recess.] 

Chairman NusSLE. The hearing will be in order. The hearing re- 
sumes at this point. Mr. Scott may inquire. 

Mr. Scott. Thank you. Thank you, Mr. Chairman. 

My first question involves the bulletproof vests. I understand 
that in a few weeks we are going to get around to having enough 
for everybody. How many troops did we plan on having in Iraq, and 
how many do we have now? 

Mr. Zakheim. How many troops? In terms of the vests? 

Mr. Scott. No. When we went into Iraq, how many did we plan 
on having, eventually having in Iraq, and how many do we in fact 
have now? 

Mr. Zakheim. Right now we have approximately 132,000 today. 
In terms of planning, as you know, we came in with a somewhat 
similar number, a somewhat larger number, and it seemed to have 
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worked out pretty well in terms of how the war went. So I am not 
really sure where you are headed with that. 

Mr. Scott. Well, did we think we were going to need fewer 
troops than we ended up with? 

Mr. Zakheim. I don’t think so. I think — I mean, obviously you 
would have to speak to 

Mr. Scott. So we knew we were going to have a shortage of bul- 
letproof vests when we went in? 

Mr. Zakheim. Oh, I see what you mean. No, sir. Again — see, that 
is what I asked you, if that was the reference point. No. The Army 
originally anticipated 61,000 vests because what they needed those 
for were for the people who were going to operate from vehicles and 
then dismount, and 

Mr. Scott. But the total number was the same? 

Mr. Zakheim. Yes. 

Mr. Scott. OK. 

Mr. Zakheim. And then the Army simply raised the estimate be- 
cause the nature of the operations were such that they had a lot 
more people walking around and needing the protection and also 
in the vehicles. 

Mr. Scott. OK. Who oversees the contracts in the reconstruction 
part of the budget? Would that be State or Defense? If Halliburton 
is in fact overcharging, who would be the one responsible for catch- 
ing that? 

Mr. Zakheim. Leaving aside whether Halliburton is overcharging 
or not, AID has issued a large number of the contracts. Defense 
has issued some contracts, too. 

Mr. Scott. Who is responsible for overseeing the contract compli- 
ance? 

Mr. Zakheim. The 

Mr. Scott. The one that issues the contract? 

Mr. Zakheim. Well, yes. It would be State in their case. When 
we issue contracts, it would be us. I can tell you from the perspec- 
tive of the Department of Defense, I have under me the Defense 
Contract Audit Agency, and I have brought them in to review every 
single contract that is now being awarded. 

Mr. Scott. And you have no evidence that Halliburton is over- 
charging? 

Mr. Zakheim. I don’t believe — OK, in terms of the logistic sup- 
port contract, that is ours. We have been looking at that. I have 
nothing right now to prove that they are overcharging or not. We 
are looking into DCAA’s auditing all these contracts; and when 
they report to us, we will know more. 

Mr. Scott. Is future ship construction and maintenance part of 
the $87 billion? 

Mr. Zakheim. Future maintenance of those ships that are coming 
back from the theater is part of the $2.8 billion. I will have to give 
you for the record how much is going directly to ship maintenance. 
Ship construction of course is not, because the SCN budget is some- 
thing different. 

Mr. Scott. But maintenance is part of the budget? 

Mr. Zakheim. The depot repairs would be, yes, sir, and also oper- 
ating the ships in theater. 
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Mr. Scott. You indicated that Iraq would be hard pressed to pay 
back the debt. What is the per person debt of citizens in Iraq com- 
pared to the per person debt in the United States? 

Mr. Zakheim. I don’t know what the per person debt in the 
United States is. There are about 25 million citizens in Iraq. But 
I can tell you this, that I believe that the average income of the 
average American is considerably higher than the average income 
of the average Iraqi, maybe by a factor of, let us see. They are talk- 
ing about as little as $600 a year for these people per capita and 
we are at something in excess of $30,000 million. 

Mr. Scott. Do you know what the per capita debt is for a citizen 
in Iraq right now? 

Mr. Zakheim. I think they have about $100 billion in debt. That 
is a round number. There are about 25 million citizens. So there 
it is, 4,000. 

Mr. Scott. About 4,000? 

Mr. Zakheim. I think so. But I can get 

Mr. Scott. What is the per person debt in the United States? 

Mr. Zakheim [continuing]. I can get that for you in the record. 

Mr. Scott. Ten? Twenty? 

Mr. Zakheim. I don’t know, sir. I can get it to you for the record. 

Mr. Scott. You indicated that Iraq is the center of the war on 
terrorism. It is my understanding that the CIA wrote Senator 
Graham prior to the war that Baghdad and Iraq was not a threat 
to the United States, but if we attacked them they would be more 
of a threat. They said, and I quote from the letter: Baghdad for 
now appears to be drawing a line short of conducting terrorist at- 
tacks with conventional or BCW against the United States. Should 
Saddam conclude that a United States led attack could no longer 
be deterred, it would probably become much less constrained in 
adopting terrorist actions. 

Is it your statement now that that in fact happened and that 
Iraq is now a terrorist threat? 

Mr. Zakheim. I don’t think Iraq per se is a terrorist threat. I 
think what is being said is that there is a terrorist threat inside 
of Iraq. It has clearly been attracting terrorists. The Deputy Sec- 
retary has testified and shown some foreign passports that showed 
people coming in, particularly for jihad. 

As to the rest of your question, that is really outside the turf of 
a comptroller, so I wouldn’t presume to answer. 

Mr. Scott. My time is running out. I would just like you to com- 
ment on your position on concurrent receipts. Can you explain 
what the concurrent receipt policy now is in terms of what a dis- 
abled veteran can get and how high a priority it is for this adminis- 
tration to see that they get what they deserve in terms of com- 
pensation for their service-connected disability? 

Mr. Zakheim. Right now, as I understand it, when they get the 
Veterans Affairs payment for disability, there is a reduction in 
their retired pay so that there isn’t in effect a double payment. 
There is no intention whatsoever to denigrate or diminish the pri- 
ority of our veterans and particularly those who have disabilities. 
The real issue is whether there is a need for having these effec- 
tively double payments, which will clearly come at the expense of 
the people in uniform today. 
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Mr. Scott. If you have two veterans, one disabled and one not, 
and they get the same amount of money because of the offset, the 
disability is essentially not being compensated. The person that is 
not disabled can go get a job; the person that is disabled can’t get 
a job. And that is what they are being compensated for, the fact 
that they can’t get a job. Some of these people are retiring at 38, 
40, 45 after 20 years of service and they are getting nothing for 
their disability notwithstanding the fact that they can’t work, and 
that is apparently not a priority. Other priorities like tax cuts are 
a higher priority than properly compensating our veterans. 

Mr. Zakheim. Well, I believe that certainly within the Depart- 
ment of Defense compensating the veterans is an extremely high 
priority. The real question for the Department is — are the veterans 
already being compensated for their disabilities and their retire- 
ment, and is it appropriate to in effect take money from other De- 
fense Department programs, including personnel programs — that is 
to say for the people who are now serving — in order to have this 
additional benefit, and so that in fact there is a cost that attaches 
to the benefit that is sometimes overlooked. There is no intention 
to diminish the priority of veterans. 

Mr. Scott. How about offsetting some tax cuts 

Chairman NUSSLE. The gentleman’s time has expired. 

Mr. Scott [continuing]. And making sure that the disabled vet- 
erans — 

Mr. Zakheim. I am not in the position to address the issue of tax 
cuts, sir. 

Chairman NusSLE. I am going to recognize Mr. Baird and then 
Mr. Brown in that order. Mr. Baird. 

Mr. Baird. I thank the chairman, and I am very grateful that 
he held this important hearing on a matter of profound impact to 
the budget. 

Were you advising Mr. Wolfowitz at the time he made the state- 
ment that was illustrated earlier on the slide? 

Mr. Zakheim. I don’t recall working specifically on the statement, 
but I certainly have been in this job while he was saying that, yes. 

Mr. Baird. So one of my questions is, we have asked for a num- 
ber of projections from you, and Mr. Wolfowitz said essentially 
that, in spite of your arguments that it was honest, I don’t think 
it was honest that he told this body and the American people that 
we wouldn’t have to pay for the cost of reconstructing Iraq. Now, 
you tried to put it relative to how much we paid for the war, but 
as I read that statement I think he is saying we wouldn’t have to 
pay for the cost of that. 

Now, it seems to me that he dissembled, at the very least, and 
if that is the case do we have confidence in future projections from 
this administration? 

Mr. Zakheim. I would take issue with that. I don’t think Paul 
Wolfowitz dissembles. On the contrary, I think that one of the 
things that everyone says about him, whether they agree with him 
or not, is that you know exactly where he stands. 

Mr. Baird. Well, I think he stood here before this body before 
this war started and refused to give us an estimate of the cost. So 
how is that straightforward? 



40 


Mr. Zakheim. Simply because there wasn’t a good estimate to 
give at the time. I think any estimate he would have given you 
would likely have proved wrong. I think the honest answer when 
there is no answer is to say there is no answer. 

Mr. Baird. So it is sound policy for an administration to take a 
nation into war without estimates of the cost to human lives or eco- 
nomics and who would pay for it? 

Mr. Zakheim. Let us break those down. I think it is a fair ques- 
tion, but there is also a fair answer to your question. In terms of 
estimates of cost and lives, no one can estimate those. We have 
been very, very fortunate in that we train our people well. We have 
the best fighting force and the best equipment in the world. That 
is why our losses are so low. No one can estimate that. I remember 
before the first Gulf War there were talking heads who predicted 
10,000 casualties that didn’t happen. That is because we are good 
at what we do. But no one can say precisely or even in general 
terms what the losses are and any military analyst that does is 
usually wrong. 

As to the economic situation, I think it was quite clear that there 
were some terrible things that could have happened based on the 
previous Gulf War that didn’t happen. The cost, had there been 
huge oil fires like there were in Kuwait and southern Iraq, or flood- 
ing, or the use of any kinds of unconventional weapons or mass de- 
struction — 

Mr. Baird. Let me, rather than using all my time with a bunch 
of hypotheticals, let me move on to something else. In my district 
we face 10 percent unemployment. We were told a few months ago 
that the Veterans Administration may close one of our vets hos- 
pitals that serves 6,000 people plus 72 inpatient beds. We are told 
that there is not enough money for transportation projects, we are 
told there is not enough money for flood control projects. The list 
goes on and on. We are told that our police will have to get by 
without COPS and Byrne grants, and yet we are asked to send $87 
billion to Iraq. 

Last night on the House floor — I honestly don’t know how to vote 
on this, and I will tell you why. I have been to Walter Reed and 
I have met the troops who are burned, have double amputations, 
brain injuries they are going to have for life. But I don’t have as- 
surances from this administration that it takes the responsibility 
seriously, because if it took it seriously, it would tell us how to pay 
for that. It has never, from before this conflict started to this day, 
leveled with this Congress or with the American people about how 
we pay for this. Do we cut Social Security? Do we borrow from our 
children? Do we do something with the tax cuts? If it is important, 
be honest enough with the people to tell us how we pay for it. I 
will tell you right now, if you will tell me how to pay for it I might 
know a little bit better how to vote on this. And I would ask you, 
as a citizen of this country, do we have to pay for this in some fash- 
ion? 

Mr. Zakheim. Well, clearly if we are spending money, we are 
spending money. I can’t argue with that. Most of the question you 
asked really isn’t for someone like me in my position to answer. 
One thing I can tell you, to put it in some perspective, with this 
additional supplemental, at least the defense part, we will be 
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spending 3.9 percent of our gross domestic product. Right now, our 
GDP is growing faster than the Defense budget. The economy is on 
some upswing. Put that in historical perspective. That is consider- 
ably less than 

Mr. Baird. Well, I appreciate that. But I have got to tell you, it 
is hard for me to put it in historical perspective when one out of 
10 of my constituents are unemployed, when we can’t keep our VA 
hospitals open, when we can’t invest in transportation. 

Let me ask you one final question. When I asked a question, a 
member of the other party came to me and said I would have an- 
swered that. I would have said take that money out of my salary. 
We have got to fund this. 

OK, fair enough. Let us suppose every Member of this body gives 
$1,000, which I would support. How many Americans would have 
to give $1,000 for us to make $87 billion? 

Mr. Zakheim. Well, it sounds to me like 87 million people. 

Mr. Baird. So we are asking 87 million people to pitch in $1,000, 
or we are passing that debt on to our kids? 

Mr. Zakheim. Again, sir, all I can say to you is you are looking 
at the cost side of the equation, and that is certainly a fair point. 
On the other hand, you have to look at what would be the cost in 
terms of troops to begin with if we didn’t sustain the Iraqi economy 
and get it back up so that it could function on its own. 

How long would we be there? You know, estimates of how long 
we are in places tend to be radically short. I understand that. But 
at least here we have a situation where Iraqis are under arms, 
where more Iraqis will be trained, where the international commu- 
nity is ready to pitch in. I don’t know if you know this. Congress- 
man, but the Security Council voted 15-0 to support the resolution. 
15 to nothing. All the talking heads yesterday were saying, “well, 
maybe somebody will veto, the French will abstain, the Chinese 
will abstain.” 

Mr. Baird. Does that mean you are cutting back your request to 
the taxpayers for $87 billion? 

Mr. Zakheim. No. What it means is that we are part of a much 
larger international effort, and everyone recognizes that what we 
are doing right now is an investment in the future. 

Mr. Baird. I thank the chairman. 

Chairman NUSSLE. Thank you. 

Mr. Brown. 

Mr. Brown. Thank you, Mr. Secretary. I know that you have a 
tough job, and I know there have been some tough questions asked 
today. I was just trying to reflect back. I wasn’t around during 
World War II when we were invaded by the Japanese. I am just 
wondering if the Congress sat around at that point in time and 
said how much it will cost us to get involved in this war? You 
know, how many dollars will it cost? How many lives will it cost? 
We know what happened, you know it cost a tremendous amount 
of lives and a tremendous amount of dollars. But our security was 
at risk, our freedom was at risk. 

Even is such today. Now, $87 billion compared to an $11 trillion 
economy is not very much and I don’t know how much our freedom 
is worth, but I am certain in prior situations it is a small amount 
compared to what it was like then. 
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When we passed the resolution giving the power to the President 
to go after the terrorists, we didn’t know how big that picture was 
going to be, how widespread. But we do know down in Guantanamo 
there are 42 countries represented in the prison population down 
there. So we know that we are at risk not only in Afghanistan and 
Iraq, but in other parts of the world too. And so as we pursue the 
enemy, the terrorists, we don’t know what the cost is going to be 
and we are not sure where the next station is going to be when we 
move from Iraq. 

As we debate this bill today, which is on the House floor, the $87 
billion, I know there are some questions about how much it is going 
to cost and how we are going to pay for it. But is there a cost for 
freedom? And how much is that worth? 

Mr. Zakheim. Obviously, Congressman, I can only give you my 
personal view. I think the cost of freedom is priceless. I think any 
of us who have ancestors who escaped from countries where there 
was no freedom, you cannot put a dollar value on it. And you are 
absolutely right, we didn’t on December 7, 1941 start looking at 
what is was going to cost us to defeat the Nazis and the fascists 
in Italy and the Japanese. We just did it. And, at the same time, 
I certainly understand the concern of Members, that they want to 
know as best they can what it will cost, and we try our best to pro- 
vide the information. We are not being secretive, we are not being 
cute. Ultimately what we cannot predict, we cannot predict. But we 
can say with certainty that the benefits of what we are doing, the 
stability that we can bring to that region, the control of a threat 
that, as you point out, is worldwide and right now seems to be cen- 
tered in that part of the region and that part of the world, are 
something that is truly invaluable. 

Mr. Brown. Thank you. 

Chairman NUSSLE. Thank you. 

Ms. Majette. 

Ms. Majette. Thank you, Mr. Chairman, and I thank you for 
calling this hearing. I think it is very important, and it probably 
couldn’t come at a better time. Mr. Under Secretary, I thank you 
for being here and for the work that you are doing. 

With many of our soldiers engaged in Iraq and Afghanistan and 
elsewhere, we are seeing a future that looks very different from the 
one we envisioned before September 11. And I know, Mr. Under 
Secretary, that you understand how concerned we are about, as a 
practical matter, how we are going to bear the cost of freedom. And 
I think all of us understand — I know all of us understand that 
there is a cost to that. It is in lots of ways really incalculable. But 
our responsibility is to put a dollar figure to some of these things 
and figure out how we set the priorities for this Nation with re- 
spect to defense. 

And, of course, to their credit, members of the administration 
have mentioned that they understand that we need to modernize 
the Department of Defense, including Under Secretary Wolfowitz 
when he was here earlier this year to testify before us. 

My concerns, one of my concerns addresses the issue of how we 
are going to make sure that we are operating in a 21st century 
world. I mean, a lot of the things that we have been doing have 



43 


been based on 19th century and 20th century models. But clearly 
we are in a different era right now. 

There is no question that our soldiers are being forced to act as 
policemen despite the fact that that is not what the administration 
intended, and that they are being required to do so without the 
adequate training that they need and they are in exceptionally 
dangerous neighborhoods. So my question is, specifically, what is 
the Department of Defense doing to prepare our soldiers not just 
to win the battles, which they obviously do extremely well, but also 
to maintain the peace and the order in a post war situation like 
we have in Iraq and like we can expect to have as we are moving 
further into the future? What specific changes are being made and 
what kind of dollar amounts are being applied or projected for 
those changes that will have to be made? 

Mr. Zakheim. You are absolutely right. The conditions that we 
are now facing are really quite different from what we had been 
used to almost over the last 40 or 50 years. Let me give you one 
specific example, or actually two, that address your point head on. 

Under the system that we still have, virtually all of our civil af- 
fairs people — those are the people who will interface with the locals 
and deal with town mayors and local sheikhs or whatever it may 
be — are Reservists. The vast majority of our military police are Re- 
servists. Those folks are clearly being used in a way that was not 
anticipated when we shifted all these tasks to the Reserves. The 
Secretary of Defense has made very clear that he thinks there 
should be far more active folks who should be doing these kinds of 
things. 

Now, what is the price tag? We haven’t developed that yet. But 
we clearly have to move some of these kinds of functions, precisely 
the functions you just were talking about, into the active forces to 
make them more capable of dealing with the day after the war, and 
we intend to do that. The Joint Chiefs of Staff are taking the lead 
on that. 

Ms. Majette. How long is that going to take? 

Mr. Zakheim. There is every effort to accelerate that for two rea- 
sons. One, because we need the Actives to do it, and two, because 
we know the burden on the Reserves is huge. As the Secretary 
keeps saying, the one thing a Reservist needs to know is when he 
or she can go home. 

Ms. Majette. OK. And the other question I guess is really sort 
of a practical matter. As a practical matter, why was it that the 
troops were sent to Iraq without the basic items that they needed, 
and how difficult was that? Tell me why it was so difficult to figure 
out that if you sent 150,000 troops, you need 150,000 vests. Why 
wasn’t that planning and provision made so — and what can you say 
that will assure us that that is really going to be taken care of this 
time? Because I have talked to Reservists and people who have re- 
turned, and they didn’t get what they needed. And they are very 
concerned that if we go vote for this, that they are still not going 
to get what they need. So I need for you to address that, please. 

Mr. Zakheim. Certainly. Part of the reason was, as you hinted 
at, when they went out to fight the war they did have what was 
needed. In other words, you only had a provision for people who 
would operate in a dismounted fashion or operate in a very light 
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vehicle that needed some protection from 7.62 millimeter rounds. 
What has happened since is that you have a lot more people in a 
lot more of these light vehicles, and you have a lot more people op- 
erating dismounted. That is where the difference took place. So 
when the Reserve comes back and says to you, “my goodness, we 
are out there exposed,” he is or she is not making up a story. It 
is just that things changed from the time we were fighting the war 
itself to where we are today. 

We will have these vests, we will — everybody who needs one in 
theater will be having them by November. I think it is November 
30, I may be off by a few days. I can get that for you for the record. 
But they will have vests. We are then going to buy more so that 
no one else in any of the other theaters is caught without them 
under any circumstances. 

So we have a lesson learned here. The money will be spent. You 
know, the Reserves should be coming back to you the next time you 
see them in a few months saying, “yes, we have got the stuff,” with 
the ceramic, by the way, which is critical to make these vests really 
work. 

There is every effort to learn from the lessons and to move quick- 
ly. I mentioned that there is an ongoing — it is almost actually com- 
pleted — effort by our head of defense research and engineering to 
identify the key force protection elements that we need to have, 
whether it is an unmanned aerial vehicle that can track a terrorist 
a couple hundred yards away, whether it is devices that can locate 
where mortars are coming from, whether it is body armor, whether 
it is up under Humvees. We are putting a package together and I 
have been instructed and I saluted smartly and said, yes, I will 
find the money and find it fast, and we will have a package that 
will be sent out to the Hill very, very soon. I mean really soon, and 
I mean days not weeks, to outline how we are going to move mon- 
ies around to deal with precisely the concern you raised. 

Ms. Majette. Thank you. 

Chairman NUSSLE. Mr. Davis. 

Mr. Davis. Thank you, Mr. Chairman. 

Mr. Zakheim, let me try to cover just a couple of things in the 
5 minutes that I have. The first one, one of my concerns is the de- 
gree to which the engagement in Iraq and the budgetary con- 
sequence of the engagement in Iraq is going to hamstring us in 
making decisions about other potential engagements around the 
world. Just as we did not necessarily contemplate that we would 
be in Iraq 2 years ago, I look at Iran, I look at North Korea, and 
certainly those are threats that are very much on the horizon now. 
It doesn’t take someone who is a conspiracy theorist or a war 
games novelist to imagine that we could under some realistic sce- 
nario have to contemplate engaging either one of those countries in 
a second Bush term or a new Democratic administration. 

Can you talk for a second about whether or not the Pentagon has 
done any cost estimate in terms of scenarios of what an engage- 
ment in a North Korea or an Iran would cost, and how that might 
relate to the projected 10-year consequences that we envision in 
Iraq? Because it seems that obviously if we make the kind of ex- 
tended commitment in Iraq that some people contemplate, that 
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that could put practical constraints on our ability to engage what 
might be immediate threats that might arise. 

Mr. Zakheim. Obviously people are always studying scenarios. 
What we have tried to do particularly with our new approach to 
the way we size our forces is to develop capabilities rather than 
predict where we actually will fight. It gives us the flexibility to 
deal more effectively with a conflict wherever it might arise. Many 
of the systems we have contemplated that we are buying, that we 
intend to buy, are really very flexible systems for that reason, so 
that you can use them under a host of different circumstances. 

What we have done with Iraq and Afghanistan up to is fund out- 
side the regular budget. What we have in the regular budget en- 
ables us to acquire the systems and of course provide for the per- 
sonnel, the training, and their support to deal with the contin- 
gencies that we cannot foresee. Now, maybe there will be a Korean 
contingency, maybe not. Certainly not too many people predicted 
an Afghan contingency. Frankly, had they predicted it, they 
wouldn’t have predicted that we dealt with it the way we did. We 
actually have more forces in Afghanistan now than we did when 
we were fighting the war. 

So predictions in terms of how many people we need or what 
kinds of systems, and how many systems we need are difficult. A 
lot has to do with how you actually plan the conflict and what you 
are fighting against and so on. 

What I can say with confidence is that the program we have put 
together puts us in a position to deal with a host of 21st century 
threats and to deal with them every bit as decisively as we did 
with Iraq and Afghanistan. That I can say 

Mr. Davis. Let me stop you at the 2-minute mark just to kind 
of make these observations. One thing that I think has been fairly 
obvious to you from the Chair’s comments to the comments from 
a lot of people on this side of the aisle is that there is a continuing, 
I don’t want to say resentment, but continuing frustration with the 
administration’s failure to have addressed some of these budget 
consequences in its last budget. 

Let me remind you of something that was striking to me when 
Mr. Wolfowitz was here. The administration in its budget had a 
fairly detailed estimate of what a prescription drug benefit plan 
might cost, although at that time the administration said that it 
didn’t yet have a prescription drug benefit plan and didn’t know its 
contours. At the same time, the administration indicated that it 
could not make an estimate of what an engagement in Iraq would 
cost, although it was very clear that we had a scenario in place and 
that we had spent a lot of time war gaming that contingency. 

What I think has triggered a lot of the frustration here, and I 
hope that you understand this, is that the whole notion of budg- 
eting requires making extrapolations and guesses. The administra- 
tion obviously did it in a variety of contexts. The very notion of 
budgeting itself makes certain assumptions about economic growth. 
It strikes me that there was no particular reason whatsoever that 
the administration could not have made assumptions about the 
cost of an engagement in Iraq given the political situation in Janu- 
ary and given a range of other scenarios. And I think that that 
may explain some of the frustration that you see here. There is 
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genuinely no reason — I do want you in the limited time that I have 
to speak to that. Could you give me any sense, Mr. Zakheim, why 
the administration was not willing to engage in intelligent guess- 
work on Iraq when it was willing to do so in virtually every other 
single area of the budget? 

Mr. Zakheim. Obviously the other areas of the budgets are not 
my areas to address. But let me try to give you an answer to what 
is a very good question, Mr. Davis. 

In January, in February, and frankly almost until the last day 
prior to the war, we were still making diplomatic efforts. It was not 
at all clear, there was no guarantee that we were going to war. 
Much as in hindsight it seems that it was all inevitable, it wasn’t. 

Mr. Davis. I don’t want to cut you off. If the Chair will just in- 
dulge me just to make this observation, because I knew you were 
going to say that, Mr. Zakheim. The problem is that with respect 
to Medicare, with respect to a number of other things, the — and I 
don’t want you as much to respond to this so much as hear the ob- 
servation — obviously, the administration was still willing to make 
assumptions despite a wide variety of policy uncertainties. And the 
same audacity that led the administration to assume we are going 
to get a prescription drug benefit plan so we are going to give you 
a cost estimate, I am not quite clear whether that audacity — make 
no mistake, everybody knew we didn’t want to go to war if we could 
avoid it. But that is not the question. The question is, given the 
likelihood, why couldn’t the administration have at least given us 
an estimate and they could have put a big giant bold asterisk 
around it, and you all could have said, you know, we hope this 
doesn’t happen, but here is what it would cost. That is what I think 
is the source of the frustration. 

Mr. Zakheim. Again, all I can say is from what I understand — 
and I wasn’t operating directly in the diplomatic world by any 
means — ^but what I understand to have been part of the concern 
was regarding what kind of a signal would you be sending if you 
did something along the lines you suggested. 

Second of all, when we actually came in with the estimate — and 
this goes back to my conversation with Mr. Spratt — the fact is that 
the estimate was pretty much on target, as was the initial estimate 
on Afghanistan. 

Mr. Davis. But just to make one last point, because I think this 
is relevant to what the chairman asked you earlier. And this will 
be my last point. You agree that that factor doesn’t exist now, the 
factor that we somehow would have sent a signal to the rest of the 
world if we presumed a war budgeting in January. Earlier in your 
answer to the chairman’s questions you indicated that the decision 
has not been made as to whether the next fiscal year will actually 
include a line item for Iraq. I find that as amazing as the Chair 
did, because there certainly is no diplomatic reason not to have 
that line item there. Now, you would agree with that? 

Mr. Zakheim. The diplomatic reason is not an issue. I certainly 
agree with that. On the other hand, the point that I made to the 
chairman and am happy to make it again is that to make an esti- 
mate presupposes certain things taking place in Iraq, and we just 
don’t know that yet. I haven’t — I certainly don’t think that — I 
haven’t any information that has been ruled out, I have no infor- 
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mation that it has been ruled in to make an estimate. I am simply 
saying that on the face of it, as a guy who works with budgets and 
has for many years, there are just so many uncertainties and vari- 
ables that I could see some very good justification for leaving it 
outside again and going to the Congress and saying, “look, this is 
a wartime requirement,” or, “the Iraq requirement now I guess 
would be the better way to put it and this is what we need over 
and apart from our regular budget.” 

Again, I don’t know the full impact of the resolution that just 
passed today. I don’t know what that will do in terms of troops. 
Will the Pakistanis now say, “we are ready to come in?” That is 
going to have an impact. I just don’t know. 

Chairman NUSSLE. I thank the gentleman. 

And just to make it clear, I supported the administration’s re- 
quest leaving out the portion for Iraq for the exact reasons that the 
witness just stated, that we were not at war at that time. To pre- 
suppose that in a budget for 2004 was premature, again, in this 
member’s judgment. But I would agree with you, with my friend 
from Virginia, that now that that has been made, we need to budg- 
et for it. And while it is not easy to forecast the future of these ex- 
penditures, we can at least budget for success. Trust me, coming 
from farm country, I understand very clearly you are not going to 
know exactly the consequences of the Farm Program for 5 or 6 
years or 10 years out. Yet we do it all the time, knowing full well 
that we may need to come back and discuss challenges in the fu- 
ture. 

So I would hope that at least you have read the sentiments of 
this committee today as one hoping that the administration will 
come forward and begin to include not only the wars that we know 
about but the overall global war on terrorism similar to the way 
we budgeted for the cold war in the 1970s and 1980s as an ongoing 
expense, knowing that we need to continue to prosecute this. 

There were a couple of things that came up during the hearing 
that I would just like some background on that you indicated that 
you will be supplying some things for the record, and we appreciate 
that. My staff will follow up with you and your staff to accomplish 
that. And maybe Mr. Spratt can ask the question better than I can, 
but I would like a breakdown of this per troop cost, the 100,000 or 
40,000, and exactly what we are talking about here, because that 
is — it is an issue that I think we need to discuss, particularly when 
there have been claims made that budgets have been padded or 
whatever. I think we need to get to the bottom of that so we clearly 
know what that is all about. 

Another member brought up the credit card abuse, and I would 
just ask as a follow-up to that question, has restitution been made 
for any of these instances of credit card abuse, or is there prosecu- 
tion that is ongoing? I am not asking you to comment on that, be- 
cause if that is the case obviously it is an ongoing case. But is that 
being pursued in that vein? 

Mr. Zakheim. In certain cases, yes. In certain cases, no. It very 
much has to do with the nature of the card. If you have a travel 
card and you are a young serviceman or woman and you spent it, 
used the card inappropriately, not on government business, and 
then you paid the money back, that is a very different case from 
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someone who had not a travel card hut a purchase card that was 
for government purchases and then went off and bought a Rolls 
Royce. The prosecutions are taking place, yes, sir. 

Chairman NUSSLE. Have any been done successfully yet? 

Mr. Zakheim. I believe some have, yes, sir. 

Chairman NusSLE. OK. Mr. Spratt, do you have anything to con- 
clude this panel with? 

Mr. Spratt. Just to follow up. I am not going to prolong this, but 
to describe what we would like to have is your analysis of the cost 
of the war in addition to the per troop per month cost. You gave 
a $20 billion figure. Whether or not that includes the $30 billion 
you indicated was sunk cost. It is important for historic purposes 
and for future reference that we get these costs established so that 
in the future when we have decisions to make like this we have 
a reference we can go to and estimate at least on the back of an 
envelope what the likely cost consequences of our decisions are 
going to be. 

Mr. Zakheim. Mr. Spratt, I happen to know that you are a top 
budget analyst yourself, so you will understand when I say that in 
some respects your question and the categories you used and the 
paper you gave me are slightly different from our categories. So we 
are going to have to cross walk those. 

Mr. Spratt. I understand. 

Mr. Zakheim. And we will try our best. 

Mr. Spratt. Thank you much. 

Chairman NussLE. Mr. Edwards, do you have a final 

Mr. Edwards. Mr. Chairman, I just would like to ask you, I 
would like to be sure that we have a general understanding of 
what the administration is agreeing to do. Is it your understanding 
and Mr. Spratt’s that the Department of Defense within a certain 
time period is going to give us a general estimate, given whatever 
assumptions they want to make of the future cost to the Iraqi war? 
Or have they not made that commitment? If they have made that 
commitment, under what time period are they going to provide this 
information back to the chairman and the committee? 

Chairman NusSLE. There is two parts to this right now. We are 
asking for information about what it has cost? 

Mr. Edwards. Right. 

Chairman NussLE. And that has been offered to be supplied. I 
think we have made our points very clear on what you and I and 
others hope will be the position of the administration for the fu- 
ture. We may differ on that ever so slightly by the time it comes 
up. And my point is, I think my point has been made, your point 
has been made on what we hope for for the fiscal year 2000 budget 
and beyond. 

Mr. Edwards. Did we get an answer? I think we are in agree- 
ment on 

Chairman NusSLE. I don’t think we got a clear answer. But in 
fairness to the administration, they are still within the time frame 
before their submission of the budget, and I think that will be 
made very clear if and when it is made during that request. 

Mr. Edwards. Thank you, Mr. Chairman. Thank you for holding 
this hearing today. 
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Chairman NUSSLE. I would just say to the witness that I know 
this is a very difficult time for the entire country, and you are bear- 
ing the brunt of all the questions today. And I would just urge you, 
through you to the Department as well, that the more information 
you provide, even though it is sometimes difficult to provide it, it 
is not always easy to take a moment and come up and do so, I 
would suggest as respectfully as I can will actually do more to less- 
en the tension that you maybe see today as opposed to exacerbate 
that. And so I would hope in the future that we can have these 
periodic meetings to discuss the longer term picture in addition to 
some of the other committees that obviously have an ongoing re- 
sponsibility for writing the checks or doing the authorizations. 

Mr. Zakheim. Certainly, sir. For my part, that is not a problem. 

Chairman NusSLE. Thank you very much. And with that, we will 
dismiss this panel. Thank you very much for your testimony today. 

Mr. Zakheim. Thank you, Mr. Chairman. Mr. Spratt, thank you. 

Chairman NusSLE. The second panel is our very distinguished 
director of the Congressional Budget Office, Doug Holtz-Eakin, and 
we welcome him back to the committee. 

The Congressional Budget Office has submitted a full statement, 
including charts and graphs, which will be made part of the record. 
And I would invite Dr. Holtz-Eakin, if you would introduce the 
other members at the witness table with you who may be partici- 
pating today. I know we have someone new to welcome as part of 
this. And then you may proceed as you see fit in your testimony. 

STATEMENT OF DOUGLAS HOLTZ-EAKIN, DIRECTOR, CON- 
GRESSIONAL BUDGET OFFICE; ACCOMPANIED BY ELIZA- 
BETH ROBINSON, DEPUTY DIRECTOR; AND MIKE GILMORE, 

ASSISTANT DIRECTOR, NATIONAL SECURITY DIVISION 

Mr. Holtz-Eakin. Thank you, Mr. Chairman, Mr. Spratt, mem- 
bers of the committee. It is a pleasure for CBO to be here today. 
I did want to take this opportunity to introduce Elizabeth Robinson 
at my far right, who has agreed to assume the duties as Deputy 
Director at the Congressional Budget Office. And I am sure that I 
speak for her in looking forward to working with members of the 
committee. And we are pleased to have her on board. 

Also joining me today is Mike Gilmore, who is the Assistant Di- 
rector at CBO in the National Security Division and who directly 
oversaw the two reports that serve as the initial basis for the testi- 
mony that we offer to you today. We have submitted a written tes- 
timony and the reports are available to members should they seek 
to have more details. What I had hoped to do today would be to 
provide you with a brief overview of our findings and then, with 
your patience, walk through six charts that we think give you a fla- 
vor of the nature of the analysis and that might serve as at least 
a starting point for any questions that we might be able to answer 
for you today. 

Our focus today is on the long-term resource needs that would 
be implied by current defense plans. And before turning to the bot- 
tom lines, let me stress to members of the committee the nature 
of these kinds of projections. Budget committee members are well 
aware of the nature of a baseline projection. These are the long- 
term implications of current plans. They are not forecasts in the 
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strict sense of precise expectations of what will turn out — they are 
the implications of current plans. To the extent that future policies 
can and will be revisited, these projections will not turn out to be 
exactly correct, but they do provide a good indicator about the long- 
term implications of current plans, particularly in the area of de- 
fense planning, where the time from research, development, test- 
ing, evaluation, and procurement to actual deployment of weapons 
systems can take two decades. Understanding the current status of 
affairs and their long-term implications will, we hope, be of use to 
the members. 

The main points of our analysis fall in three areas. The first is 
that current plans will require annual funding adjusted for infla- 
tion that will average over the long term about 20 percent higher 
than it is today and about 10 percent higher than its peak during 
the 1980s. Thus, current plans are on track to command substan- 
tial resources in the economy and the Federal budget. 

Second, in terms of the composition, about half of that increase 
derives from increases in the cost of pay and benefits for DOD’s 
military and civilian employees. The remaining half comes from de- 
mands for resources and investment that would both cover the 
catch-up from the procurement holiday that took place in the 1990s 
and support the need for systems and forces that would support 
transformation of America’s military. 

The third message that comes from the analysis is that to the ex- 
tent that these resources are committed, they will — over the period 
that we examine offset — the steady tendency toward aging of weap- 
ons systems and in addition to reversing will actually stabilize the 
systems in their aging trends. But should those resources not be 
provided, then there will be choices made in terms of either fielding 
fewer forces or equipping them with older equipment than this 
plan would envision. 

So those are really the three bottom lines. We have a whole se- 
ries of charts. If we go to figure 1, we can briefly walk you through 
where we get some of these findings. 

Figure 1 summarizes our overview. And if you look at it, what 
you can see is that under the 2004 Future Years Defense Program, 
real defense spending is going to rise about 15 percent over the 
next 5 years, from about $380 billion, which excludes supplemen- 
tals, to about $440 billion. And then carrying the projection out be- 
yond those 5 years, it will average about $460 billion a year — ad- 
justed for inflation — between 2010 and 2022. At the same time, the 
red dotted line at the top, shows cost risks associated with that 
projection. Those cost risks come from two sources. The first would 
be risks of the need for contingencies of the type we have experi- 
enced in Afghanistan and Iraq. And we can explore in greater de- 
tail the nature of those, the way we built those into our projections. 
Those cost risks also include the historical record of weapons sys- 
tems that in the end turned out to be more expensive than was 
budgeted at the beginning. We tried to incorporate both of those 
possibilities in our cost risk. 

Figure 2 shows the division of that rise between the demands for 
pay and benefits for military and civilian employees of DOD and 
the need for investment and transformation and replacement of ex- 
isting weapons systems. 
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Now, if we move to figure 3, what you can break out is basically 
the rise in the two areas of operation and support versus the rise 
in investment spending. In the area of operation and support, this 
is about two-thirds of the Defense budget in 2004. It is used to pay 
for military and civilian employees, costs of contractors, and oper- 
ating costs of equipment. And what we see is that the current pro- 
jected rise in pay and benefits — a key feature of which is a commit- 
ment to pay military employees an increase that matches the em- 
ployment cost index in the private sector plus another half percent- 
age point up until 2006, and then an increase in pay that rises at 
the rate of the ECI thereafter — would lead to a level about 24 per- 
cent higher than current level over the long term. But as with the 
overall projections, this faces some cost risks as well. Some of those 
rates are familiar from other contexts. The rising costs of medical 
care in the military mirror the kinds of costs we have seen in dis- 
cussions of Medicare in this committee. There are also cost risks 
associated with quality of life programs, base closure plans, and a 
variety of other costs associated with operating the equipment. 

This is a good place as well to talk a little bit about what is pre- 
sented in figure 3 as the blue hump in 2003 and 2004. This is the 
evidence in these projections of the need for supplemental appro- 
priations both in fiscal year 2003 and fiscal year 2004. It has been 
the topic of a lot of conversation today. But let me say a few words 
about how CBO has built these into our projections in doing this. 

In July, when these projections were put together, we estimated 
the need for a fiscal year 2004 supplemental of $59 billion, and 
that is the amount that is reflected in this figure. Built into that 
was about $12 billion for operations in Afghanistan and about $47 
billion for operations in Iraq. 

Since that time, two things have happened. The first is that at 
the request of Senator Byrd, we examined the costs and capability 
of the U.S. military to sustain an occupation in Iraq and came up 
with estimates that would indicate that our July estimate of the 
$59 billion might be a bit too high, that $47 billion for 200,000 
troops in Iraq might be on the high side. We did a different kind 
of estimate from the bottom up and estimated somewhere between 
$36 [billion] and $41 billion. We also estimated a variety of other 
scenarios that we could discuss with you if you wished. 

The second thing is that the administration actually made a re- 
quest, which has been discussed at length in this hearing. We of 
course would love to be able to compare exactly our estimates with 
the administration’s request. To do that however, I would empha- 
size, we need a great deal of information that is currently not at 
our disposal. We need a breakdown between active and Reserve 
troops to be conducted and how that would evolve during 2004. We 
need a substantial breakdown on the kinds of equipment and the 
level of depot maintenance that will be handled in fiscal year 2004. 
And it would be useful to find some information on the actual costs 
incurred by each service during its time thus far in Iraq and the 
expectation in 2004. 

And so while we have attempted in the spirit of this kind of an 
exercise to show the actual contingencies that have arisen — that is 
the blue hump in that diagram — and the potential for future con- 
tingencies in the future as reflected in our cost risks, we are not 



52 


yet in a position to reconcile the difference between our estimates 
and our actual experience thus far. We would look forward to work- 
ing with the committee if that became a project of some priority. 

Turning to figure 4, let me talk briefly about the investment side 
of our projections. Several features stand out in figure 4. The first 
is that the figure is in a budgetary sense a clear reflection of the 
procurement holiday that took place in the 1990s. You can see at 
the bottom of that figure is the funding associated with research, 
development, testing, and evaluation, which by and large did not 
drop off dramatically. But above that, for what is labeled other pro- 
curement — things like equipment, uniforms, and those kinds of 
things — and then procurement for weapons systems, and the re- 
maining bars of the graph, you can see a sharp drop-off. And, in- 
deed, the total investment fell from its peak down about 50 per- 
cent. In our projection we show the implications of purchasing 
enough existing weapons systems to reverse that holiday and offset 
aging trends, and also we build into it, particularly in areas like 
aircraft, the kinds of investments necessary to support the trans- 
formation needs of the Army. The sum total of this is to have in- 
vestment increase by almost 25 percent, rising from $137 billion in 
2004 to $171 billion in 2009. Thereafter, it would peak somewhere 
in about 2013 and 2014 and diminish somewhat in real terms. 

If we turn to figure 5, you can see the impact of these kinds of 
budgetary figures on the actual age structure of weapon system — 
in this case. Air Force fighter and attack aircraft. The budgetary 
outlays in the projection that I showed you are sufficient to sta- 
bilize the ages of weapons systems in about 8 of 10 cases by rough- 
ly 2010. Aircraft are an example of something that would take 
much longer to stabilize. You can see in the panel at the top of the 
figures, the actual history of aircraft purchased and then our pro- 
jection over the next 20 years. The middle panel shows the real in- 
flation-adjusted cost of those purchases, and the bottom panel 
shows the average age of the aircraft fleet as a result. The bottom 
panel shows that this commitment of resources would in fact sta- 
bilize the average age of the aircraft by the end of the projection 
period. The comparison of the patterns in the top two panels shows 
that this commitment of resources is going to be comparable to that 
peak in the 1980s in real terms and that it will purchase aircraft 
are a bit more expensive, on average, as the overall size of the pro- 
curement at the tail end of that projection period is smaller than 
the aircraft purchased with the same resources in the 1980s. Over- 
all, it tells a story where the purchase of these new aircraft will 
stabilize the average age and equip the forces with planes that pre- 
sumably have greater capability at somewhat greater cost. 

Turning to the final figure that we provided, we step back and 
try to place this projection and also the budgetary implications of 
this defense program in the larger historical and economic perspec- 
tive. Shown at the top is the history and projection of defense 
spending as a share of GDP. As many in this committee are famil- 
iar with spending peaked at about 6 percent of GDP in the 1980s 
and then diminished by nearly 50 percent. It has since turned up- 
ward somewhat in the last couple of years. Under this projection, 
even inclusive of cost risks, defense spending as a fraction of GDP 
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would stabilize at about 3.4 percent or so over the next 5 years and 
then diminish somewhat over the longer term. 

In the bottom panel, we show that despite that diminishing 
share of GDP, the real purchasing power of the resources com- 
mitted to this particular program would remain constant or rise 
somewhat. 

Now many — including some defense leaders — have argued that 
the military ought to be given a constant share of GDP as a way 
of budgeting. We can’t speak to the policy issues of that but will 
simply point out that the history and projection indicate neither 
any tendency for a constant share of GDP nor any tendency for a 
constant share of the Federal budget, and that even committing the 
resources necessary to support current defense plans would 
produce a diminishing share of GDP, despite the real purchasing 
power being relatively constant over the 20-year period. 

I realize that is both a lot of material and also not nearly every- 
thing we could say about these different issues, but I will close 
there and welcome any questions. 

Chairman NUSSLE. Well, first of all, thank you. 

[The prepared statement of Mr. Holtz-Eakin follows:] 

Prepahed Statement of Hon. Douglas Holtz-Eakin, Director, Congressional 

Budget Office 

Mr. Chairman, Congressman Spratt, and members of the committee, I appreciate 
the opportunity to discuss the long-term implications of the administration’s current 
defense plans. The Congressional Budget Office’s (CBO’s) long-term projection of the 
administration’s fiscal year 2004 plans is not a prediction of future budgets every 
annual budget submission brings changes to the Department of Defense’s (DOD’s) 
plans and thus to Defense budgets. Rather, CBO’s projection indicates the demand 
for defense resources as well as the ages and inventories of major weapons that 
would result over the next two decades if current defense plans remained the same. 
For various reasons, including the long lead times associated with developing and 
fielding new weapons, the administration’s current plans will generally have long- 
lasting implications even if they are revisited in the future. CBO’s projection can 
help defense decisionmakers understand those implications. 

CBO’s analysis suggests several major points: 

• Carrying out today’s plans for defense would require the United States to fund 
the military through 2022 at annual levels averaging about 10 percent higher (ad- 
justed for inflation) than peak spending during the 1980s and about 20 percent 
higher than current funding (excluding the costs of contingencies, such as operations 
in Afghanistan and Iraq). 

• Relative to current funding, about half of the need for those additional re- 
sources is driven by steady growth in the cost of providing pay and benefits to 
DOD’s military and civilian personnel. 

• The other half is associated with substantial increases in future purchases of 
equipment and weapons to fill the gap created by the “procurement holiday” of the 
1990s, and increases in investment funding to develop and eventually produce new 
equipment with capabilities that support the push for military transformation. 

• If those increased resources are provided, DOD will eventually be able to halt 
or reverse the adverse aging trends associated with much of its current equipment. 

• If those increased resources are not provided, DOD will have to either field 
smaller numbers of forces (or forces with less equipment) or keep equipment until 
it is older perhaps significantly so than current plans envision. 

I will discuss each of those points in more detail, ending with a short discussion 
of other contexts in which defense spending could be considered. 

The Long-Term Outlook for DOD’s Resource Demands 

In 2003, total obligational authority for the Department of Defense equaled about 
$449 billion including a total of $74 billion added in legislation other than the 2003 
appropriation acts. The administration’s 2004 Future Years Defense Program 
(FYDP), which covers the period from 2004-09, anticipates that defense resources 
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(excluding supplemental appropriations) will rise from about $380 billion in 2004 to 
$439 billion in 2009 and will average $411 billion a year over that period. If the 
program in that FYDP was carried out as envisioned, the demand for defense re- 
sources would continue to rise through 2022, CBO projects (see the line at the top 
of the “Procurement” section in figure 1). That demand would average $458 billion 
a year between 2010 and 2022. (Those and the other dollar figures in this analysis 
are shown in 2004 dollars to account for the effects of inflation.) Because that pro- 
jection is founded on the 2004 FYDP including its current cost estimates for major 
weapons programs and other activities, where they are available it excludes costs 
for continuing operations in Afghanistan and Iraq and for other activities conducted 
as part of the global war on terrorism. 

Various factors could push the costs of current plans even higher. In addition to 
the projection described above, CBO estimated the long-term demand for defense re- 
sources if costs for weapons programs exceed initial estimates to the extent that 
they have since the Vietnam War and if costs to operate military forces grow as they 
have over the past two decades. That “cost-risk” case also assumes that the U.S. 
military continues to take an active role overseas, like the one that has resulted in 
the present engagements in Afghanistan, Iraq, and the global war on terrorism. 
With those cost risks factored in, carr 3 dng out current defense plans could require 
an average of $472 billion a year (rather than $411 billion) through 2009 and an 
average of $533 billion a year (rather than $458 billion) between 2010 and 2022. 
About $40 billion of the $75 billion increase in the 2010-22 average results from 
potential growth in operation and support costs (including $20 billion for future con- 
tingencies). The rest comes from growth in costs to develop and purchase weapons. 

The analysis I am discussing is covered in more detail in two CBO reports. One, 
The Long-Term Implications of Current Defense Plans, was published in January 

2003. This past July, CBO released an update of that analysis in a paper titled The 
Long-Term Implications of Current Defense Plans: Summary Update for Fiscal Year 

2004. Both reports are available on CBO’s Web site (www.cbo.gov). 

The projections in those reports are based on the defense plans that underlie the 
two most recent budgets that the administration submitted to the Congress. (DOD’s 
plans continually evolve, and CBO’s analyses of them are snapshots, rather like the 
budget snapshots that the Congress works with each year.) The January report re- 
flects the plans underlying the 2003-07 FYDP, on which the President’s 2003 budg- 
et submission was based. CBO’s July estimate reflects the 2004-09 FYDP, which 
was the basis for the 2004 budget request. In drawing up the later plan, DOD re- 
duced its funding projection for the years common to both plans (2004-07) by an 
average of about $7 billion, or 2 percent, per year. Many changes contributed to that 
decreased funding, including reductions in operation and support accounts, some of 
which are associated with DOD’s decision to liquidate its Defense Emergency Re- 
sponse Fund. (DOD now expects to request annual supplemental appropriations, as 
it has in the past, to pay for the costs of activities, such as the occupation of Iraq, 
that are not included in its FYDP.) 

Not surprisingly, CBO’s projections of resource demands beyond the FYDP period 
also differed between the two reports. CBO’s July projection exceeded its January 
projection by an annual average of about $19 billion, or 4 percent, for their common 
years (2010-20). Several of the most significant changes underlying that difference 
are discussed below. 

To avoid confusion, I should note that in both the January and July reports, CBO 
projected defense funding at a lower level of aggregation than the one used in the 
Congressional budget resolution. CBO projected funds only for DOD’s budget (sub- 
function 051), whereas the budget resolution projects funds for the national defense 
budget function (function 050). DOD’s budget makes up the lion’s share of function 
050, but the latter also includes dollars for defense in other agencies’ budgets. In 
the 2004 request, those additional dollars totaled about $20 billion, mostly to fund 
activities of the Department of Energy related to nuclear weapons. 
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Figure 1. 

Past and Projected Resources for the 
Department of Defense 

(Billions of 2004 dollars) 



Cost Ride 


Investment 


Operation 

and 

Support 


Source: Congressiona] Budget Office. 

Note; FYDP = Future Years Defense Program; RDT&E = research, development, test, and evaluation; FY03 
Cvnnibus and Supplemental and FY04 Supplemental - funding provided for fiscal year 2003 in the 
Consoli dat ed Appropriations Resolution (PublicLaw 108-7) andtheEmergency Wartime l^pplemental 
Appropriations Act (P.L. 108-1 1) and the President's request for supplemental appropriations for fiscal 
year 2004 to fund ongoing military operationsin Iraq and Afghanistan and other activities in the global 
war on terrorism. 


Projections of Resource Demands for Operation and Support 

About two-thirds of the 2004 defense budget covers what DOD terms operation 
and support (O&S), which is the total appropriations in the military personnel and 
the operations and maintenance accounts. O&S funding pays the salaries and bene- 
fits of DOD’s military and civilian employees, the costs associated with many of 
DOD’s contractor personnel, the operating costs of military equipment, and many 
of the costs to operate and maintain defense facilities. The 2004 FYDP envisions 
that spending for O&S will rise from $236 billion in 2004 to $264 billion in 2009 
(see figure 2). Despite that increase, the administration’s plan projects that O&S 
spending will decline as a share of the total defense budget: from about 62 percent 
in 2004 to about 58 percent in 2009. 

CBO made two projections of the costs of current plans for operation and support 
with and without risks of cost growth. Both projections assume that military and 
civilian end strengths are fixed at the levels they would reach in 2009 under the 
2004 FYDP. 


O&S resource demands 

CBO projects that carrying out current defense plans would require O&S spend- 
ing to average $273 billion over the 2010-22 period, if no adjustments are made for 
cost risk. Such spending would end that period at an annual level of $292 billion. 
In that projection, O&S spending grows by an average of about 1 percent per year 
between 2004—22. Virtually all of the growth results from personnel-related in- 
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creases specifically, the growing cost of medical benefits and rising real (inflation- 
adjusted) wages for military and civilian personnel. 

Figure 2 

Past and Projected Resources for Operation and Support 

(Billions of 2004 dollars) 



Source: Congressional Budget OfSce. 

Note: FYDP = Future Years Defense Program; HQ = headquarters; FY03 Omnibus and Supplemental and 
FY04 Supplemental = fiindng provided for fiscal year 2003 in the Consolidated Appropriations Reso- 
lution (Public Law 108-7) and theEmergency Wartime Supplemental Appa'opriationsAct (P.L. 108-11) 
andthe President’s request for supplemental appropriations for fiscal year 2004 to fund ongoing military 
operations in Iraq and Afghani stan andother activities in the global war on terrorism. CBO estimates that 
the m^ ority of that additional funding for 2003 and 2004 will be used to fund forces and Ir^stics. 


Medical Costs. If current military health care benefits remain unchanged, DOD’s 
costs for medical care will almost double over the next two decades, CBO projects. 
Including accrual payments for the medical benefits of military retirees over age 65, 
total medical costs will rise from $28 billion in 2004 to $35 billion in 2009 and $52 
billion in 2022. By the end of that period, DOD would be spending 73 cents on med- 
ical benefits for each dollar it spent on cash compensation for its personnel, com- 
pared with 55 cents today. 

Those projections assume that no legislated increases in medical benefits occur 
but that medical costs for retirees grow at the nominal rate of 6.25 percent a year, 
the rate DOD’s actuaries currently use. The estimates also assume that medical 
costs for other DOD beneficiaries increase at the rates now projected by the Depart- 
ment of Health and Human Services for per capita medical spending in the U.S. 
economy as a whole. 

Pay for Military Personnel. Current law dictates that over the next 3 years, 
pay for DOD’s military personnel should grow at a rate 0.5 percentage points higher 
than the annual change in the employment cost index, which measures pay in the 
civilian economy. After that, DOD plans to have military pay grow at the same rate 
as those civilian-sector increases. CBO’s projection assumes that such growth rates 
will continue over the long term, resulting in roughly a 30 percent real increase in 
military pay between 2004-22. 

Costs for Facilities. DOD included a total of about $11 billion in military con- 
struction funding in its most recent FYDP to pay the up-front costs of the proposed 
2005 round of base realignments and closures (BRAC). Judging from past rounds, 
a 2005 BRAC round with those up-front costs could eventually produce annual sav- 
ings of $3 billion. CBO’s projection assumes that any savings realized from the 2005 
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round are reinvested to pay for increased levels of maintenance on DOD’s remaining 
facilities. 


O&S RESOURCE DEMANDS WITH COST RISKS 

With various possible sources of cost growth factored in, resource demands for op- 
eration and support would average about $313 billion per year during the 2010-22 
period under current plans, CBO projects. That figure is about 14 percent higher 
than the average for O&S spending without cost risk. By 2022, spending would 
reach $344 billion, or about 18 percent more than in the projection without cost risk. 
Roughly one-third of the projected O&S risk is associated with the potential costs 
of contingencies. The rest reflects growth in the cost of medical care, personnel-sup- 
port activities, and the operating of weapons as well as forgone savings from delays 
in closing additional military bases. 

Medical Costs. Changes in technology, medical standards, and overall prices for 
health care in the U.S. economy could drive DOD’s medical costs higher than the 
department’s actuaries anticipate and than CBO assumed in its initial projection. 
In particular, the future growth rate of per capita medical spending in the U.S. 
economy as a whole (on which CBO’s projection of medical spending without cost 
risk is based) is uncertain. If that rate turned out to be 30 percent higher than ex- 
pected which is consistent with the record of differences between some past projec- 
tions and actual growth DOD’s medical costs would be about $13 billion higher by 
2022. (Conversely, if growth rates were 30 percent lower, which is also consistent 
with the historical record, medical costs would be $11 billion lower in 2022 than pro- 
jected.) 

Personnel-Support Costs. Another risk to projections of O&S costs is that re- 
source demands for personnel-support activities which include many high-priority 
quality-of-life initiatives will continue the upward trend seen in recent years rather 
than remain at the levels that those activities are projected to receive at the end 
of the 2004 FYDP. A continuation of that upward trend could add $1 billion a year 
to the long-term cost of the administration’s current plans by 2022, CBO projects. 

Costs for Facilities. The possibility exists that the 2005 round of base realign- 
ments and closures will not occur. In that case, DOD would save a total of $11 bil- 
lion between 2005 and 2012 from not implementing the round, but its costs for fa- 
cilities would be about $3 billion per year higher after that. 

Equipment Operating Costs. CBO’s projection of O&S resource demands with- 
out cost risk assumes, as DOD generally does, that new generations of weapon sys- 
tems are no more expensive to operate and maintain than the systems they replace. 
But in the past, new generations of weapons have usually cost more to buy than 
their predecessors did. They also commonly cost more to operate and support. Unfor- 
tunately, the cost of operating existing weapons also typically increases as systems 
age. 

CBO’s projection with cost risk takes those factors into account. For aircraft and 
ships, CBO incorporated estimates reflecting the cost growth that DOD experienced 
as it fielded new systems or as systems grew older. CBO lacks historical data to 
calculate similar factors for the Army’s ground combat systems, so it could not in- 
clude detailed estimates for them. But the Army’s operating costs, like DOD’s total 
operating costs, have grown on a per capita basis for a very long time, and CBO 
assumed in its projection with cost risk that those trends would continue for Army 
systems. The combination of those effects could add $14 billion to the annual oper- 
ating costs of the administration’s current plans by 2022. 

Near-Term Costs of Contingeneies: CBO’s July 2003 Projections. Neither 
the 2004 FYDP nor CBO’s projection of O&S spending without cost risk includes 
funding for ongoing operations in Iraq and Afghanistan. The President has re- 
quested about $66 billion in supplemental appropriations for DOD in 2004, includ- 
ing about $52 billion for the occupation in Iraq and $14 billion for operations in Af- 
ghanistan and other global antiterrorism activities. In its July projection with cost 
risk, CBO estimated that those activities (excluding the rebuilding of Iraq’s infra- 
structure) could cost as much as $59 billion in 2004. That amount would be enough, 
CBO calculated, to maintain an occupation force of 200,000 troops in Iraq and Ku- 
wait (at a cost of about $47 billion) and to continue activities in Afghanistan and 
in the global war on terrorism at their current level (about $12 billion). 

Near-Term Costs of Contingencies: Estimates Consistent with More-Re- 
cent Analyses. After CBO had completed its July estimates of the near-term cost 
risk associated with contingencies, it produced an analysis for Senator Robert Byrd 
of the size and costs of occupation forces that the United States could sustain indefi- 
nitely in Iraq without harming the readiness and quality of the all-volunteer force. 
That analysis used a more detailed cost-estimating methodology than CBO had em- 
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ployed before for estimating occupation costs. Applying that methodology to an occu- 
pation force of 200,000 military personnel yields yearly costs of about $36 billion to 
$41 billion or $6 billion to $11 billion less than CBO’s previous estimate. However, 
CBO’s analysis, which was consistent with plans that DOD had announced in July, 
indicated that the military would be hard-pressed to sustain a 200,000-person occu- 
pation throughout 2004. (The current U.S. occupation force comprises about 140,000 
military personnel.) That analysis concluded that unless DOD took such actions as 
mobilizing a large number of additional reserve units on a continuing basis or ex- 
tending the deployments of active-component forces beyond 1 year, it would be able 
to indefinitely sustain force levels of no more than about 67,000-106,000 military 
personnel (at a cost of $14 billion to $19 billion per year) in Iraq beyond the winter 
of 2004. 

The administration’s recent request for supplemental appropriations uses dif- 
ferent assumptions than the ones CBO has used over the past year to estimate the 
potential costs of occupying Iraq. To reconcile its estimates with that request, CBO 
would need information that it now lacks, including (but not limited to): 

• A breakdown of the active- and reserve-component personnel and units to be 
used in Iraq throughout 2004 by each of the four services; 

• A breakdown of the types and amounts of depot maintenance to be conducted 
on equipment as a result of activities in Iraq; and 

• A breakdown of the actual costs that each service has incurred to date for ac- 
tivities in support of the occupation that have been conducted since the end of major 
combat operations in Iraq. 

Long-Term Costs of Contingencies. Over the longer term, cost risk associated 
with the global war on terrorism could amount to about $20 billion a year, CBO 
projects. That amount is based on the assumption that, between 2005 and 2008, the 
size of the U.S. force in Iraq declines to 50,000 troops, the intensity of operations 
in Afghanistan drops to the level of the operations now taking place in Bosnia and 
Kosovo, and other activities now being conducted as part of the war on terrorism 
continue indefinitely at their current funding levels. That $20 billion estimate is 
simply a proxy for the budgetary impact of continued engagement by the U.S. mili- 
tary in such operations abroad. If the global situation changes in the future in a 
way that increases or decreases the need for U.S. military engagement overseas, 
then costs will rise or fall as well. 

Projections of Resource Demands for Military Construction and Family 

Housing 

The military construction title of DOD’s budget contains funds to build and refur- 
bish the department’s facilities. The family housing title contains funds for the same 
purposes for the housing provided to service members; it also covers some of the 
maintenance of that housing. For 2004, funding in those accounts totals about $5 
billion and $4 billion, respectively, or about 2 percent of DOD’s budget request. CBO 
projects no significant changes in those annual costs through 2022 at least in part 
because any added costs are assumed to be offset by savings from closing or realign- 
ing bases and from privatizing family housing. (Historical funding and projected re- 
source demands for those accounts are shown in figure 1 on page 3. The increase 
in military construction funding during the FYDP period is intended to cover the 
costs of the 2005 BRAC round.) 

Projections of Resource Demands for Investment 

In 2003, the one-third of DOD’s budget not devoted to operation and support, mili- 
tary construction, or family housing went to investment. That category consists of 
funds in the research, development, test, and evaluation (RDT&E) and procurement 
accounts, which pay for developing, testing, and buying weapon systems and other 
equipment. The 2004 FYDP envisions that spending for investment will rise from 
$137 billion in 2004 to $171 billion in 2009. That funding averages about $3 billion 
more per year over the 2004-07 period than it did in the 2003 FYDP, with much 
of the increase coming from funds that the administration added for transformation; 
higher spending on command, control, communications, and intelligence systems; 
and higher weapons costs. 

CBO projects that under current plans, resource demands for investment not in- 
cluding cost risk would continue to rise after 2009, peak in 2013 at about $186 bil- 
lion, and then decline modestly (see figure 3). Over the 2010-22 period, the demand 
for funding would average about $175 billion a year, CBO projects (see table 1). Fac- 
toring in possible sources of cost growth pushes that average to $209 billion a year, 
with the demand peaking at $224 billion in 2013. Purchases of new ships and air- 
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craft (primarily tactical fighters) account for more than half of the funds for procure- 
ment of major systems in CBO’s projections. 

Figure 3. 

Past and Projected Resources for Investment, by Type 
of Weapon 

(Billions of 2004 dollars) 



Source: Congressioiial Budget QCGce. 

Note: FYDP = Future Years Defense Program; RDT&E = research, developmeut. test, and evaluation. 


ARMY INVESTMENT 

The Army has historically spent more of its budget on troops, largely funded in 
the O&S accounts, than it has on their equipment, which is paid for in the invest- 
ment accounts. As a result, the Army has received the smallest investment funding 
of the services: an average of about $22 billion a year from 1980-2003, compared 
with $43 billion for the Department of the Navy (which includes the Marine Corps) 
and $48 billion for the Air Force. (The Services’ investment budgets exhibit the 
same cyclical trends as total investment spending rising in the mid-1980s, falling 
through the late 1990s, and then rising again; see figure 4.) 

TABLE 1.— INVESTMENT SPENDING BY SERVICE 

[In billions of 2004 dollars of tofal obligational authority and in peroent] 

2003 Average, 2004-2009 Average, 2010-2022 Peak spending 

Dollars Percent Dollars Percent Dollars Percent Dollars Year 


Without Cost Risk 

Army 20 15 22 15 38 22 42 2014 

Navy 41 31 50 33 47 27 64 2010 

Air Force 47 35 55 36 65 37 72 2021 

Defense Agencies 26 19 25 16 24 14 28 2009 


Total 135 100 152 100 175 100 186 2013 

With Cost Risk 

Army 20 15 29 17 53 26 59 2014 

Navy 41 31 55 32 56 27 74 2010 
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TABLE 1.— INVESTMENT SPENDING BY SERVICE— Continued 

[In billions of 2004 dollars of tofal obligational authority and in peroent] 

2003 Average, 2004-2009 Average, 2010-2022 Peak spending 

Dollars Percent Dollars Percent Dollars Percent Dollars Year 


Air Force 47 35 59 35 74 37 84 2021 

Defense Agencies 26 19 28 16 26 12 31 2009 

Total 135 100 171 100 209 100 224 2013 


Source: Congressional Budget Office. 

Note: Numbers may not add up to totals because ot rounding. 

In the 2004 FYDP, the Army’s investment budget increases gradually through 
2009. After that, continuing to carry out the plans in the FYDP would cause Army 
investment to jump hy more than §13 hillion in the next 2 years, CBO projects. It 
would reach a peak in 2014 of almost $42 hillion 24 percent higher than its previous 
peak, in 1985. The Army’s investment budget would decline modestly thereafter, 
staying within $8 billion of that peak through 2022 and averaging $38 billion over 
the 2010-22 period. 

The increase in Army investment spending is driven by added purchases of new 
helicopters and upgrades to existing helicopters, funding for missile defense pro- 
grams (such as the Patriot PAC-3 and the Theater High Altitude Area Defense Sys- 
tem) that transfers to services’ budgets when the systems enter procurement, funds 
to increase the computerization of Army systems, and a variety of other actions that 
the Army would like to take to transform itself. The single biggest cause of the in- 
crease is the Army’s plan to purchase a family of ground combat vehicles, which it 
calls the Future Combat System (FCS). The Army wants the FCS to eventually re- 
place virtually all of its ground combat systems, including the Bradley Fighting Ve- 
hicle and the Abrams tank. 

Figure 4. 

Past and Projected Resources for Investment, by Service 

(Billions of 2004 dollars) 
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Source: Congresaonal Bucket Office. 

Note: FYDP ® Future Years Defense Program; PDT&E = research, deveiopraent, test, and evaluation. 


If historical patterns of cost growth persisted, resource demands for Army invest- 
ment would be much higher, averaging $53 billion over the 2010-22 period, or about 
40 percent more than in CBO’s projection without cost risk. The FCS program is 
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responsible for much of that difference. Ground comhat systems have experienced 
greater cost growth than any other type of weapon both development and procure- 
ment costs have turned out to he about 70 percent higher than early estimates. And 
the FCS’s costs (to which that percentage increase is applied) make up a large share 
of the Army’s future demand for investment spending. 

NAVY AND MARINE CORPS INVESTMENT 

The current FYDP would increase investment funding for the Navy and Marine 
Corps (hoth included here under the term “Navy”) from $44 hillion in 2004 to $60 
billion in 2009. Under that plan, resource demands for investment would peak the 
next year at $64 hillion (excluding cost risk), CBO projects, and then gradually de- 
cline to $33 hillion by 2022. Overall, the Navy’s investment costs average a little 
more than $47 hillion a year over the 2010-22 period in CBO’s projection without 
cost risk. If costs grew as they have in the past, however, investment demands could 
peak at about $74 billion in 2010 and then fall to about $39 billion by 2022, aver- 
aging $56 billion a year during that period. 

Funds to purchase battle force ships make up the lion’s share of the Navy’s pro- 
curement increases. The Navy plans to expand its fleet from about 300 ships today 
to 375 by 2022, in part by adding a relatively large number of smaller littoral com- 
bat ships (LCSs). The Navy’s plans are outlined in the Report to Congress on An- 
nual Long-Range Plan for the Construction of Naval Vessels. That report envisions 
spending an average of $16 billion a year (in 2003 dollars) between 2004-25 to build 
new ships and upgrade old ones. CBO’s projection is roughly consistent with that 
report because it too projects that the Navy would need to spend slightly more than 
$16 billion a year (in 2004 dollars) between 2004-22 to build a 375-ship fleet, in- 
cluding the LCSs. If past trends in cost growth continued, they would drive that an- 
nual average to $19 billion. 

With respect to aircraft procurement, the Navy and Marine Corps now plan to in- 
tegrate their tactical aircraft forces more fully, resulting in less need for new planes 
than in last year’s plans. Despite that integration, spending on naval tactical air- 
craft would need to rise. Fully funding the program of aircraft modernization envi- 
sioned in the 2004 FYDP would require the Navy to spend an average of $9.7 billion 
a year between 2004-22, CBO projects, or $11.4 billion a year with cost risk. By 
comparison, the Navy spent $8.6 billion on tactical aircraft in 2003. 

AIR FORCE INVESTMENT 

The Air Force typically has the largest investment budget of any of the services. 
Over the past two decades, it has received an average of about $48 billion per year 
(38 percent of DOD’s total investment spending), compared with $22 billion (17 per- 
cent) for the Army and $43 billion (35 percent) for the Navy. (The other 10 percent 
was spent by defense agencies.) 

In DOD’s current plans. Air Force investment would increase from $50 billion in 
2004 to $58 billion by 2009. After that, the service’s demand for investment re- 
sources would continue to grow, CBO projects, reaching about $63 billion by 2011. 
It would then remain relatively constant (or decline slightly) through 2017, after 
which it would grow rapidly to a peak of $72 billion in 2021. Over the 2010-22 pe- 
riod, Air Force investment would average about $65 billion a year, CBO projects. 

The increases during the next decade or so occur partly because the Joint Strike 
Fighter (JSF) is scheduled to move from development into production and because 
funds for intelligence and command-and-control capabilities are projected to rise. 
The growth after 2017 comes from CBO’s assumptions about two new strategic sys- 
tems that would replace or augment today’s bomber force and replace today’s land- 
based intercontinental ballistic missiles (ICBMs). DOD is now conducting concept 
studies to determine what those replacements might be, and plans for their develop- 
ment and purchase are likely to change from year to year as those studies progress. 
In the absence of firm plans, CBO used experience with the costs and schedules of 
previous bombers and ICBMs to guide its projections. In timing the beginnings of 
those programs, CBO considered the ages of the fleets, the time it took to develop 
and field today’s systems, and the potential impact that DOD’s transformation ef- 
forts might have on the future demand for those systems. 

If the past cost growth in Air Force investment programs presages future in- 
creases, the service’s investment needs could be greater. Incorporating historical 
cost ^owth for Air Force pro^ams into CBO’s projection indicates that annual 
spending could average about $74 billion over the 2010-22 period, or 14 percent 
more than in CBO’s projection without risk. Peak spending could equal $84 billion, 
or 17 percent more than CBO projected without cost risk. 
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INVESTMENT FOR DEFENSE AGENCIES 

In addition to funding the Departments of the Army, Navy, and Air Force, DOD’s 
budget provides money for a variety of specialized agencies that are responsible for 
performing advanced research, developing missile defenses, overseeing special oper- 
ations, and developing and managing information systems. DOD plans to spend al- 
most $24 billion on those activities in 2004 and an average of $25 billion a year 
over the 2004-09 period. Thereafter, CBO’s projection of annual defense agency in- 
vestment averages $24 billion between 2010 and 2022 without cost risk and $26 bil- 
lion with such risk. 

Funding for defense agency investment in the 2004 FYDP exceeds the level in the 
2003 FYDP by an average of almost $2 billion a year. CBO’s projection of resource 
demands for such investment over the 2010-20 period was about $8 billion greater 
in its July update than in its January report, for two main reasons. First, the ad- 
ministration created a new defense agency investment account for programs that 
would transform the U.S. military. Because transformation has been such a high 
priority of this administration, CBO assumed that spending for those programs 
would continue at the 2009 level. Second, the Missile Defense Agency added funds 
through 2009 to develop new ground- and space-based interceptors. Given the high 
priority accorded to such activities in the administration’s plans, CBO projected that 
funding for those interceptors would hold steady through the end of the projection 
period. 


Today’s Plans and Tomorrow’s Forces 

Will the level of investment resources that is necessary to carry out the plans in 
the 2004 FYDP over the long term buy enough equipment to keep forces at desired 
levels and to keep the average age of equipment at acceptable levels? The answer 
to that question depends to some extent on the condition of today’s forces. For most 
major types of military equipment, average age has been increasing since 1990. It 
will continue to grow through 2010 or, in the case of some aircraft, through 2020 
CBO estimates (see table 2). 

TABLE 2.— AVERAGE AGE OF MAJOR EQUIPMENT, BY SERVICE AND TYPE OF SYSTEM 


Type of Equipment 

Examples 

Half-Life 

Average Age (Years) 


(Years)' 

1990 

2000 

2010 

2020 

Ground Combat Vehicles 

Army 

Ml Abrams, Stryker, FCS 

10-15 

6 

10 

17 

17 

Helicopters 

AH-64, UH-60, 

12-18 

17 

18 

19 

13 

Battle Force Ships 

Comanche 

Navy and Marine Corps 

CVN, SSN, DDG, CG 

14-18 

17 

14 

17 

16 

Fighter and Attack Aircraft 

F-14, F-18, JSF 

10-15 

11 

12 

14 

11 

Helicopters 

AH-1, V-22, CH-53 

16-23 

17 

22 

18 

9 

Ground Combat Vehicles 

LAV, AAV 

10-15 

5 

13 

19 

11 

Fighter and Attack Aircraft 

Air Force 

F-16, F-22, JSF 

10-15 

10 

14 

20 

15 

Bombers 

B-1, B-2, B-52 

35-40 

22 

24 

35 

45 

Airiifters 

C-5, C-17, C-130 

18-23 

20 

23 

23 

27 

Tankers 

KC-10, KC-767 

28-33 

28 

37 

40 

34 


Source: Congressional Budget Office. 

'The half-life is one-half of the full expected service life of equipment. If the average age of an inventory of equipment is within the half- 
life range, that inventory is not composed of large amounts of old equipment potentially nearing obsolescence. 


CBO has made projections of weapons inventories and their average ages for more 
than 20 years, using a simple method. We start with data from each service about 
how many weapons of different types it has and how old those weapons are. For 
each year of a projection period, we add to the inventory the deliveries that result 
from planned purchases, subtract the losses from planned retirements or peacetime 
attrition (again using the services’ estimates), add a year to the age of each indi- 
vidual weapon, and calculate an average age for the total inventory. That simple 
arithmetic suggests that average ages should fall when DOD purchases large num- 
bers of systems and rise when it buys few systems. Average ages will also decline 
if large numbers of older systems are retired, which can occur when forces are cut. 

Between 1990 and 2000, nine of the 10 weapons inventories shown in table 2 grew 
older, on average. The average age of the Army’s ground combat vehicles nearly 
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doubled during that period, and the average age of the same weapons in the Marine 
Corps more than doubled. Air Force fighters’ and tankers’ average ages grew hy 
about one-third. 

That aging occurred because DOD’s investment budgets, which peaked at $180 
billion a year in the 1980s, fell to less than $90 billion a year in the 1994-98 period. 
Not surprisingly, the decline in funding resulted in fewer purchases of major weap- 
ons for the military services. For example, procurement of Air Force tactical fighters 
averaged about 16 planes per year from 1992-2001 well below the steady-state level 
of purchases (106-149 aircraft per year) necessary to keep the average age of Air 
Force fighters from increasing (see figure 5). On the basis of DOD’s current plans, 
CBO’s projection incorporates rapidly growing purchases of fighters beyond 2009. 
The large deliveries of new aircraft that result from those purchases cause the aver- 
age age of the tactical fighter fleet to decline after 2013. 

Increases in the average ages of DOD’s weapons stocks between 1990 and 2000 
occurred despite the retirements made possible by the substantial force cuts that 
followed the end of the cold war. For example, the Army reduced its number of com- 
bat divisions by about one-third, and the Air Force cut its tactical air wings in half, 
allowing those services to retire large numbers of older tanks and fighters, respec- 
tively. Fleets of Navy battle force ships also shrank during that period, and those 
retirements, combined with continued Navy ship purchases during the 1990s, re- 
duced the average age of battle force ships the only category of weapons in table 
2 that actually decreased in average age over that period. 

DOD may be able to make further reductions in forces. The administration cut 
naval aviation forces this past year with its move to incorporate Marine Corps fight- 
er forces into Navy air wings. But such reductions may be much too small to elimi- 
nate the resource pressures that CBO’s projections indicate. 

Defense Spending in Other Contexts 

I would like to close with a few thoughts about how defense funds fit in with the 
rest of Federal spending and about the impact that economic trends might have on 
the availability of those funds. 

DEFENSE AS A SHARE OF GROSS DOMESTIC PRODUCT 

Some defense leaders have argued that DOD should receive a constant share of 
the Nation’s income as measured by its gross domestic product (GDP). For instance. 
General Gordon Sullivan, a former Chief of Staff of the Army, suggested pegging 
a floor for the defense budget at about 4 percent of GDP. Proponents of spending 
a constant share of GDP argue that defense spending is an investment in security 
that should grow along with the nation’s wealth. 

DOD’s share of GDP has not exhibited such constancy in the past (see figure 6). 
That share stood at about 6 percent of GDP in 1980, approached 6 percent in 1983, 
and remained close to that level through 1987. It then declined as defense outlays 
dropped in the late 1980s and fell further after the cold war, eventually reaching 
a nadir of about 3 percent in 1999. In recent years, DOD’s share of GDP has been 
increasing, and it is likely to grow again in 2004 when all supplemental funding is 
added in. 

If the plans in the 2004 FYDP were carried out through 2022, DOD would still 
not receive a constant share of GDP, CBO projects. The funding proposed for DOD 
in the FYDP absorbs a roughly stable share of gross domestic product (as projected 
by CBO) through 2009 an average of 3.4 percent per year over that period. But 
CBO’s projection of the growth of real GDP in 2010 and beyond exceeds 2 percent 
per year, whereas its projection of DOD’s resource demands grows by an average 
of only 0.5 percent per year over that period. 
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Figure 5. 

Procurement of Air Force Fighter and Attack Aircraft 


Annual Purchases 
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Source: Congressional Budget Office. 

Note: FYDP = Future Years Defense Program; JSF= Joint Strike Fighter; UCAV-AF = unmanned eombat air 
vehicle for the Air Force; steady state = the amount of purchases (and funding) needed to keep the 
average age of the Air Force’s fighter and attack aircraft from increasing. 


DEFENSE AS A SHARE OF FEDERAL SPENDING 

DOD’s share of Federal spending has not been constant either. In the past 5 
years, it has grown from about 15 percent of the Federal budget in 1999 to about 
19 percent of the budget in 2003 (see figure 6). That increase followed more than 
a decade of declines from the peak in the late 1980s, when DOD received about 27 
percent of Federal spending. 

The administration’s budget request for DOD in 2004 (including supplemental 
funding) represents about 20 percent of Federal spending. If the administration’s 
current plans were carried out, defense would make up about 18 percent of the Fed- 
eral budget through 2009. Thereafter, its share would decline, falling to about 14 
percent by 2022, according to CBO’s long-term projection of the resource demands 
implied by current defense plans. That decline occurs because projected increases 
in spending for mandatory programs such as Social Security, Medicare, and Med- 
icaid outpace CBO’s projection of growth in defense. 
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Figure 6. 

Total Outlays for the Department of Defense as a Share 
of the Federal Budget and of Gross Domestic Product 

(Percent) 



Source: Congressional Budget OfHcc. 

Note: FYDP = Future Years Defense Program. 


DIFFERENCES BETWEEN CBO’S LONG-TERM PROJECTION AND CBO’S BASELINE 

Committee staff asked me to point out that the long-term projections presented 
today are different from the defense projections in CBO’s 10-year baseline, which 
appeared in our update to the Budget and Economic Outlook, about which I testified 
in September. In CBO’s baseline estimate, defense discretionary funding equaled 
about $465 billion in 2004 $83 billion more than in the long-term projection of de- 
fense resource demands without cost risk. 

Two factors account for the difference. First, as noted earlier, CBO’s long-term 
projection looks only at funding for DOD (budget subfunction 051), whereas its base- 
line projects all national defense spending (function 050). Funding for agencies other 
than DOD adds almost $20 billion per year to defense spending (see the line in fig- 
ure 1 labeled “CBO’s Baseline for DOD”). Second, neither the 2004 FYDP nor CBO’s 
long-term projection without cost risk (which is based on it) includes the $74 billion 
that was appropriated in 2003 for contingencies and other purposes. However, as 
directed by law, CBO’s baseline estimate of future defense outlays does include that 
supplemental appropriation. 

Differences between CBO’s baseline and its long-term defense projection diminish 
over time because CBO projects real growth of about 2 percent per year for DOD 
through 2013 in its projection without cost risk, whereas CBO’s baseline projects no 
real growth for DOD in those years (see figure 1). The specifics of CBO’s baseline 
projections which adjust discretionary funds only for inflation are directed by law. 

Chairman NUSSLE. This is excellent information that you have 
provided today, and I want to go into a couple of things here real 
quick. Just to understand, and I think I can guess, but let me have 
you illustrate what is meant by the upward potential of risk. You 
have a red dotted line on each — almost every one of these charts, 
and what are you trying to point out with that risk element here? 
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Mr. Holtz-Eakin. Well 

Chairman NUSSLE. Why don’t we talk about one particular chart 
and figure one as an example. 

Mr. Holtz-Eakin. We can do it in two pieces. Eor example, in 
the figure for investment, there is a cost risk associated with the 
development, testing, purchase, and deployment of weapons sys- 
tems. That risk is strictly a reflection of the historical record in 
that some systems end up costing more than they were originally 
projected to cost. And using that historical record of cost increases 
during the various stages of research and development, and then 
testing and evaluation before final purchase and deployment, we 
can sketch out the kinds of upward additional costs one might ex- 
perience for current plans to develop and deploy weapons systems. 

So that is strictly a cost risk in the conventional sense of the 
term. If one goes to figure 1, the overall risks associated with the 
projection include not only those kinds of risks but also risks of 
greater activities necessary for the same troops and weapons that 
would be in the program, and that is experiences much like those 
in Iraq and Afghanistan. And those kinds of risks for spending we 
have attempted to quantify by starting with the experience that we 
have had, to the best of our understanding, in Afghanistan and 
Iraq and eventually phasing them down to something that is 
roughly reflective of about 50,000 troops in Iraq, plus a level of ac- 
tivity in Afghanistan that is comparable to Bosnia or Kosovo, plus 
a maintenance of other activities like air patrols in defense of mili- 
tary facilities. And that is something like $20 billion a year in real 
terms. 

Again, I stress that is not a forecast of the nature of the costs 
associated with a global war on terror, but it is an attempt to re- 
flect in these projections what has been an inconsistent position on 
the part of the administration — that this will be a long-term en- 
deavor, that it will require efforts over many years. And we at- 
tempted to put into the cost risk as a result some of the budgetary 
implications of a sustained effort of that type. 

Chairman NussLE. Now on figure 1, you have a CBO baseline 
that is based off of the previous supplemental request for DOD, as 
I understand it. The blue hump in the chart is what we are assum- 
ing the dollars that we are appropriating for that. And the CBO 
baseline is the line that builds that into the budget over the next 
number of years. 

And I guess a couple of questions. One is why are you doing it 
that way? And the second is do you have a better handle on what 
one-time expenditures are a part of the requests that have been al- 
located under these appropriations? 

Mr. Holtz-Eakin. Well, the answer to the first question is that 
we build into our budgetary baselines all discretionary spending 
that is on the books at that time, including any supplementals, and 
we include them in a way that inflates them at the rate of infla- 
tion. And in this case, since it is an inflation-adjusted chart, it ap- 
pears as a flat line. We basically follow the convention that each 
year we will spend the same discretionary funds in real terms over 
the course of the horizon. 

You notice that black dotted line goes out the conventional 10 
years and stops. That is the standard for presentation and budget. 
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and it answers the question from a larger budgetary perspective: 
What are the implications for the budget as a whole of devoting 
this amount of resources to discretionary programs — defense discre- 
tionary and nondefense discretionary? It is a useful convention to 
make sure that the overall budget presentation is comprehensive 
and inclusive of all the demands from many sources. 

This particular projection is really meant to show the implica- 
tions of a particular policy, not a budgetary stance, and for that 
reason, we did not carry it forward. We showed only what we know 
about the blue hump and then discussed the implications of the Fu- 
ture Year Defense Program, and it is meant to be illustrative of the 
implications of that particular policy stance. 

In terms of cross-walking from one to the other, one of the things 
that we would be interested in finding out — and we have a whole 
list of questions that will be a starting point — is the degree to 
which things that are reflective of that blue hump are one-time and 
thus not actually appropriate to carry forward, versus those that 
are. As I said, I would love to work with you on that. We are not 
in a position to draw clean lines of that type. 

Chairman NussLE. I wanted to get to those questions as well. 
Before I leave this, and I am not trying to quibble with your 
chartmakers as much as I want to understand this, but currently 
it would be just as easy for illustrative purposes to fill in that dot- 
ted line with blue and not make it a hump, but make it a policy 
that is built out into the baseline for the next 10 years; isn’t that 
right? I mean, there is no hump right now. There is nothing that 
I am aware of in our budget or in our appropriations or in the De- 
fense Department or anywhere that suggests the spending on that 
blue line is going to go down at any time in the near future. 

Mr. Holtz-Eakin. I am sympathetic to that. Again, what we 
wanted to do, the objective of the exercise was to the best of our 
ability to show the budgetary implications of the Future Years De- 
fense Program as updated. And in those situations where we knew 
something more than was literally written into the FYDP — and 
there is one FYDP in particular — we include it. We put into this 
projection the 100 tankers that would be included in the lease deal, 
which received some attention, and indeed, we did that because it 
was widely discussed by the administration, had been approved in 
some cases by committees in Congress. And further, given the open 
position of the administration that this was just the beginning, 
that the intention was to replace the entire 500-odd tankers, this 
projection includes the 100 tankers in the initial lease and then 
subsequent leases until the entire tanker fleet is replaced. 

To the extent that we have firm policy direction on what the ad- 
ministration intends, we are happy to bring that into this kind of 
an exercise. We felt that in the absence of firm policy direction 
about the scope and scale of activities in the global war on terror, 
it was difficult to do that for those activities. But the dotted line 
is a reflection of what is out there. 

Chairman NussLE. And while I would love to see it displayed as 
a hump in this instance, meaning that there was actually a cost 
associated to this, and then there is a decrease in the costs associ- 
ated to this, there is nothing currently that I am aware that would 
suggest that that is going to go down; that that cost is actually 
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going to follow the dotted line, and we might as well fill it in with 
blue as far out as you can see as opposed to assuming that there 
is actually going to be a decrease at sometime in the future. 

I understand that is quibbling with your chartmakers, but vis- 
ually I see it — it looks like a one-time expenditure, and I am happy 
to see it displayed that way. But my understanding or my percep- 
tion of history here is that it will not be a one-time expenditure, 
but that this will be absorbed in the budget. 

And you kind of went to my last question in your answer and 
that is, you have a list of questions. 

Mr. Holtz-Eakin. We do. 

Chairman NUSSLE. And I will work with you to get those ques- 
tions answered. And I guess the only thing I would like to know 
from you is there — are you at all confident or are you confident 
that these questions, left to their own devices, will be answered, or 
do you need us to step in on your behalf and to make these a spe- 
cific request from Congress? Because I will do that. But I want to 
know if this is a process that is ongoing, and you are getting your 
questions answered, et cetera, et cetera? 

Mr. Holtz-Eakin. Certainly we would appreciate any involve- 
ment that any member of the committee might wish to have to un- 
derstand better what has happened both historically in the budget 
and then going forward. I think we can say that we will get these 
questions answered. It is an issue of how quickly we will get the 
information you need, and I think we should probably work with 
each other on making sure it is done in a timely fashion. 

Chairman NusSLE. Without speaking for him, I will bet you that 
this might even be done as a bipartisan project, because I have a 
feeling that the questions you are asking are the questions I am 
asking. And from sitting next to him for the last few years, I have 
a feeling that there may be very similar questions to the one Mr. 
Spratt is asking. 

Mr. Spratt. I assure you, Mr. Chairman, I accept the bet. 

Chairman NusSLE. We will work together with you on that 
project. As I say, I appreciate the good information you are pro- 
viding us, and I am sure there is a lot of background and details 
that went into this presentation. I appreciate the work that you 
and your staff has done. 

Mr. Spratt. 

Mr. Spratt. I have seen this before, and it is an excellent piece 
of work, and I want to thank you for it. It has its limitations, and 
it is the limitations of those you have to deal with all the time in 
this work. 

As I understand you have taken the EYDP and extended it as 
if it would be fulfilled over its 6-year period of time. You haven’t 
tried to backfill it, as I understand it, with weapons systems that 
aren’t adequately included in the EYDP. Eor example, I mentioned 
earlier, and I may be wrong about this, but I will risk being wrong 
twice, if the THAAD is not fully included in the EYDP, I under- 
stand there is some money in the outyears that is not nearly 
enough to procure the batteries of the THAAD that we probably 
want to have for theater missile defense. 

Mr. Holtz-Eakin. I know we have some discussion of it, but Mr. 
Gilmore is more familiar with the details. 
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Mr. Gilmore. The FYDP is the FYDP. So if that is underfunded 
in FYDP, it is underfunded in our projection. Beyond the FYDP, 
beyond 2010 and thereafter, we assume, based on what people in 
the Missile Defense Agency are saying anyway, that you would buy 
bad batteries and bad radars. So in the years beyond the FYDP, 
beginning in 2010, we buy bad batteries and we buy bad radars. 
I can’t remember off the top of my head exactly how many batteries 
and radars, but we can get that for you. 

Mr. Spratt. You issued an opinion about the purchase of tankers 
for the Air Force, 767s from Boeing. What would be the outlay dif- 
ference between renting and purchasing outright? I know you 
would have to have a big BA number to authorize the execution of 
a multiyear contract, but would there be any outlay difference of 
the budget in the near term? 

Mr. Holtz-Eakin. In our analysis of the existing lease contract 
compared to a direct purchase, it would be $6-billion cheaper over 
the 

Mr. Spratt. Over the life of the program. 

Mr. Holtz-Eakin. To purchase as a direct outlay, and that is as- 
suming the terms of the contract as negotiated under the lease. 

Mr. Spratt. But what I am getting at is the simple solution to 
this is to go ahead and bite the bullet, put the amount of budgetary 
authority necessary. We just appropriated $80 billion in April, and 
we have $87 billion more; $167 billion in the last 6 months has 
been added to the defense budget for the situation in Iraq and Af- 
ghanistan. Why not go ahead and just add $20 billion in additional 
BA, particularly if the outlay effect, which is a number that goes 
to the bottom line and swells deficit, is no different? 

Mr. Holtz-Eakin. Well 

Mr. Spratt. I am preaching to the choir, I know. Am I wrong 
about my assumption? Is there any other reason for this hesitation 
to have such a big BA number added to the defense budget? 

Mr. Holtz-Eakin. The effect of the current treatment is to shift 
the pattern of BA requirements from the front end to the back end 
of this particular arrangement. As we said in our analysis, we feel 
the appropriate budgetary treatment is to indeed include the activi- 
ties of the trust set up to finance this entire purchase. We feel it 
is a governmental activity, and that would reverse that treatment. 
And we certainly feel if one were to view it as a lease, it does not 
meet the requirements to be an operating lease and should be 
treated again as a capital lease with the costs reflected up front. 
So in the end, we believe the appropriate budget treatment is re- 
flective of the kind of solution you are suggesting. 

Mr. Spratt. Let me read one paragraph in your opening conclu- 
sions because I think it ought to be put on the record. “Carrying 
out today’s plans for defense would require the United States to 
fund the military through 2022 at annual levels averaging about 10 
percent higher * * * than the peak spending during the 1980s,” 
which was a peacetime record level, “and about 20 percent higher 
than current funding.” And we are currently funding excluding the 
cost of Afghanistan and Iraq. In other words, if we leave these de- 
ployments out, which are extremely expensive, as we have seen, we 
still got a budget that requires 20 percent more just to procure and 
operate at the level the FYDP proposes. 
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Mr. Holtz-Eakin. That is correct. 

Mr. Spratt. That is pretty daunting. 

You also indicate over the longer term, cost risks associated with 
the global war on terrorism could amount to about $20 billion a 
year. That is Iraq, Afghanistan and elsewhere, but that is not in- 
cluded in here. That is your cost risk number. That is the broken 
line that you are indicating is a risk of incurring? 

Mr. Holtz-Eakin. We include that as a risk without any par- 
ticular reason to believe we have got the number exactly right, but 
reflective of the ongoing potential for that kind of an outlay. 

Mr. Spratt. And you did an excellent job, by the way, on the 
force study, bringing the details together to explain to everybody in 
language we can understand how the Army is stretched out and 
how our resources are being extended in order to maintain deploy- 
ment there of 110,000 troops. 

You heard our conversation earlier about the costs per month of 
these deployments. We have heard from CBO that the best break- 
down of the cost per month that you can derive is around $3 bil- 
lion; not $3.8 [billion] or $4.3 [billion], but $3 billion for the deploy- 
ment that we have in Iraq right now. Can you account for the dis- 
crepancy? 

Mr. Holtz-Eakin. As I mentioned to the chairman, we are not 
in a position to completely reconcile our estimates — which were 
built from the bottom up using our best information about the 
kinds of activities that we understood were going on and the costs 
for the equipment and the troops — with the actual experience in 
Iraq. To the extent that we got better information about the actual 
experience, we might be able to reconcile them, but right now we 
cannot. 

Mr. Spratt. Could you give us for the record your accounting for 
the $3 billion for what you estimate to be the expense of maintain- 
ing the troop levels that we have right now? 

Mr. Holtz-Eakin. We can certainly provide details that underlie 
our estimate of $36 [billion] to $41 billion. 

Mr. Spratt. We would like to have major cost elements, how it 
adds up to that substantial sum of money. 

Mr. Holtz-Eakin. We can do that easily. 

Mr. Spratt. I mean it could be things we can’t talk about. It 
could be intelligence money buried there. 

Mr. Holtz-Eakin. We can show you what we have put into our 
estimates. 

Mr. Spratt. Having worked for a comptroller before, there used 
to be a slogan in the comptroller’s office that our duty is not to let 
the costs run over and the cash run out. And every good comp- 
troller was to put something in there so when the commander 
needed something unexpectedly, there would be enough money in 
the kitty to cover it. Surely it is not $1.3 billion a month in pad- 
ding, but it would be interesting to know. If we could get your rec- 
onciliation of that, we would appreciate it. 

And just one final thing. Quite a few of these numbers don’t in- 
clude the Department of Energy. Some do apparently when you get 
over to total defense spending at the end, but quite a few of these 
are just DOD. 
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Mr. Holtz-Eakin. Only in the end does it include that. The re- 
mainder are focused on subfunction 051, which excludes DOE and 
defense spending elsewhere outside the Department of Defense. 

Mr. Spratt. There is a $15 [billion] to $20 billion increment on 
top of these things? 

Mr. Holtz-Eakin. That is correct. 

Chairman NUSSLE. Mr. Edwards. 

Mr. Edwards. Thank you, Mr. Chairman, and thank you. Dr. 
Holtz-Eakin. Seems to me listening to Dr. Zakheim’s testimony ear- 
lier just reconfirms what we all understood, whether we practice or 
put it into place or not, and that is the only certainty with defense 
spending is uncertainty. And I think where we make a mistake is 
we project out budgets for defense for the next 10 years; assume 
some inflation, small inflation, factor; totally underestimate the 
cost, whether it is production cost overruns or contingencies that 
we never assume in a 10-year budget; combat situations we never 
assume in a 10-year budget; and then we spend on other programs, 
including tax cuts; and then our children and grandchildren will 
pay the price for our repeatedly making the same mistake over and 
over. And that is why I appreciate what the chairman is doing in 
this hearing to try to get as honest of an estimate as any human 
can of what our Iraqi and defense costs are going to be so that as 
we build the budget over the next couple of years, it will be more 
realistic numbers that we have used in the past. 

My question to you would be, would it be difficult to go back and 
look over, say, a 20-year period or so, maybe start at 1980 and give 
us an average of for every 5-year budget projection for defense, or 
if they use 10-year budget projections at that point, how off in per- 
centage terms and dollar terms was each projection? My guess is 
that each decade we make the same mistake over and over and 
over and over again, and we ought to stop doing that. We ought 
to stop assuming there will be — I assume Dr. Zakheim’s budget 
projection assumes no funding for combat operations in the next 5 
years or, projected out to 2013, over the next 10 years. Would that 
be correct that the defense budget, future years defense projections, 
don’t assume one dime for combat operations? 

Mr. Holtz-Eakin. They certainly include the costs of active 
troops and equipment and weapons systems. The cost risks that we 
show include deployment TEMPO, things like that. 

Mr. Edwards. They assume no future Iraq. We didn’t predict the 
invasion of Kuwait 5 years before Kuwait, so that 5-year budget 
projection didn’t assume the cost of that. Five years ago, we didn’t 
assume or predict this combat in Iraq, so there was no funding for 
that. I assume — the Department of Defense’s budget projected out 
to 2013 doesn’t have just an estimate or a plugged number for pos- 
sible combat contingencies, does it? 

Mr. Holtz-Eakin. No. I think if you go back to your original 
question, could we do the math and compare actual outlays in the 
defense budget with projections 5 years earlier, certainly one could. 
However, I would caution you that the spirit of this kind of a pro- 
jection is to ask what are the implications of current policy if un- 
changed for the future, and indeed when one looks at the difference 
between what actually happens and what was projected, policies 
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change. The degree to which that would be illustrative depends on 
what question one is asking. 

Mr. Edwards. I understand. And I understand we would have to 
subjectively evaluate the data, but I would love to see the data, be- 
cause my guess is, over that 20-year period, we don’t overestimate 
future defense expenditures, and there are several risk factors. 
Some is cost overruns for a particular procurement programs. 
Other is projected costs, such as medical care costs, prescription 
drug costs, going up. We didn’t predict that to the extent it has oc- 
curred 5 years ago, and we don’t assume costs or contingencies. 

One thing we know for certain: Somewhere in the next 10 or 20 
years, American forces are going to be fighting in a war some- 
where. I don’t know if it is going to be Iraq, Iran, North Korea or 
someplace, but I didn’t predict the last two Iraqi wars, and that 
wasn’t all that long ago. But our budgets don’t assume any costs 
for that. 

I guess what I am asking you for would take into account the ac- 
cumulation of all of the risk factors for underestimating the true 
cost of national defense. 

Mr. Holtz-Eakin. We would be happy to look at that and put to- 
gether a comparison of what was expected at each point in time 
and what actually transpired. That would be limited by data in 
some cases. 

Mr. Edwards. Make whatever assumptions you need to make. 

Mr. Chairman, I will finish just by saying that I would bet right 
now what little net worth I have versus what little net worth any- 
body else has that that the CBO projections on defense costs over 
the next 10 years, if we go revisit this 10 years from now, will be 
far closer to reality than the FYDP for the next 5 years and then 
projected out for 5. And that is not a criticism of anyone purposely 
trying to mislead the American people, but it certainly has budget 
implications. 

And I thank the chairman. 

Chairman NUSSLE. Mr. Scott. 

Mr. Scott. Thank you, and I appreciate you coming back. 

Are you aware of how much more this war is going to cost after 
the $87 billion? Have you heard suggestions that there will be a 
request of tens of billions more in the next few months? 

Mr. Holtz-Eakin. I haven’t heard anything that you haven’t 
heard in this hearing, I am sure. 

Mr. Scott. One of the things we have been hearing recently, 60 
Minutes, National Public Radio, are sweetheart deals, corruption 
with contracts. What can we do to ensure that we are getting our 
money’s worth for the money we are spending? 

Mr. Holtz-Eakin. I think that is a question that is most appro- 
priately directed at David Walker, the Comptroller General, who is 
much more conversant with the auditing and contracting functions 
under Congress. But as a general matter, I think systems need to 
be and have been put in place to ensure that there are appropriate 
awards of contracts and performance measures in the conduct of 
those contracts. Those are the general prescriptions for getting 
your money’s worth. 

Mr. Scott. And if we are not getting our money’s worth, that is 
how you would find out? 
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Mr. Holtz-Eakin. Generally that is revealed in either a financial 
or performance audit. 

Mr. Scott. We have heard that Iraq could not afford to pay back 
what we are going to spend for reconstruction. Do you know the 
amount of debt per person in Iraq versus the amount of debt per 
person in the United States? 

Mr. Holtz-Eakin. Those are certainly numbers we can certainly 
do our best to get to you. 

Mr. Scott. Bulletproof vests were apparently not part of the $79 
billion we spent earlier this year for the war on Iraq. Is there any 
excuse for not projecting the need for the bulletproof vests? 

Mr. Holtz-Eakin. The projection really depends on the structure 
of the policy, and I am not in a position to know what the expecta- 
tions were at the time of the request made for the supplemental. 

Mr. Scott. You have a chart on aircraft purchases. 

Mr. Holtz-Eakin. Figure 5, I believe. 

Mr. Scott. I was wondering if you have a similar chart for ship- 
building? Can you say how close we are or how much more it is 
going to cost us to build enough ships to maintain the number of 
ships — first of all, what is the projection for the size of the Navy? 

Mr. Holtz-Eakin. This projection reflects the expectation of rais- 
ing the fleet size to 375 ships from 300. 

Mr. Scott. Budgetwise, how are we doing in making progress? 

Mr. Holtz-Eakin. This projection assumes about $16 billion per 
year in shipbuilding costs in real terms, adjusted for inflation. In 
terms of the projection, that is a number about which both the 
Navy and CBO come down in the same place. 

Mr. Scott. That is $16 billion a year construction. 

Mr. Holtz-Eakin. On average. 

Mr. Scott. How much are we spending? 

Mr. Gilmore. They are requesting $12 billion in 2004 and plan- 
ning on going up to $20 billion by 2009 it then trails off a little 
bit, but it averages about $16 billion a year in our projection. 

Mr. Scott. But $12 billion in 2004. And we need to average $16 
billion? 

Mr. Holtz-Eakin. The near term, 2004-09, it ramps up from $12 
[billion] to $20 billion, and then it goes down to average about $16 
billion. So it is a profile that runs up and then down, quite similar 
to the pattern you see in these projections where there is a ramp- 
up peak and then a ramping down to a lower level. 

Mr. Scott. I have noticed that there is not much concern being 
expressed about the fact that we are not paying for the $87 billion. 
Can you give us an idea of what that does, what a $87 billion ex- 
penditure with no pay-for does to the future of the budget? 

Mr. Holtz-Eakin. As a one-time matter, it is very different than 
if it were on a sustained basis. As a one-time matter, $87 billion 
in a $2.2 trillion budget is not large in percentage terms. A flavor 
of this size on a sustained basis is given by our summer update 
where you can see that the inclusion of last year’s — the 2003, $79 
billion supplemental for a full 10 years adjusted for inflation is 
about $800 billion over the 10-year window, and that excludes any 
additional debt service associated with it. 

Mr. Scott. You have to include debt service as part of the cal- 
culation; do you not? 
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Mr. Holtz-Eakin. If one does that, you get to about $1 trillion. 

Mr. Scott. Thank you, Mr. Chairman. 

Chairman NUSSLE. Thank you. 

Mr. Spratt. Can I look at one chart? 

Chairman NussLE. Could we have this chart just for the record, 
because this chart has been referred to on battle force ships. 

Mr. Holtz-Eakin. Indeed. We are happy to submit the entire set 
of charts, which include these for many kinds of weapons. 

Chairman NussLE. So we have them for the committee and the 
record. 

Mr. Scott. Mr. Chairman, I think this was in a prior submis- 
sion. Wasn’t this in your January report? 

Mr. Holtz-Eakin. Earlier versions appear in the January report, 
and we have them for the update that occurred in the summer re- 
flecting the 2004 FYDP. 

Chairman NusSLE. And Mr. Spratt has a follow-up question. 

Mr. Spratt. Let me flash a chart at you because it is pertinent 
to what Mr. Scott just asked. It is about the cost under three dif- 
ferent scenarios. Once again, who knows how many troops will be 
deployed and for how long. Scenario A assumes that the final 
troops will leave around 2006, but there will be a steady phase- 
down to two or three division equivalents. As a cost of the postwar 
military presence of $93 billion for that deployment, we are assum- 
ing that reconstruction costs will be 20, which is in the package be- 
fore us today, plus 3- and the April supplemental plus 5. Assuming 
that if we are there for a couple more years, we will probably be 
soaked for at least another $5 billion in reconstruction assistance. 
And then the comeback costs are carrying forward mainly the cost 
of the war and adjusting for intelligence and things like that for 
an ongoing presence. Most of that is previously incurred costs. 

And then there are some savings. You have to acknowledge that 
if we subdue the country and it becomes a friendly country, then 
we don’t have to have no-fly zones that will cost about $1.5 billion 
to maintain. However if we don’t pay for the deployment, if we in- 
stead charge it up to the deficit, obviously that adds to the national 
debt, and there is a debt service cost to be added, and we compute 
that to be $83.9 billion. So the total impact over 10 years if we 
don’t pay for the deployment, we come up with $238 billion. And 
that is for the most benign of the three scenarios. 

I would hope that scenario C is the worst case, which would in- 
clude deployment until 2010. But if you look at Kosovo and Korea 
and other places around the world where we have had military en- 
gagements followed by occupation, it could happen. I hope it 
doesn’t, but $238 billion is enough, and it is not unrealistic or un- 
likely at all. 

Would you comment on this chart? Can you give us any impres- 
sions about the — I will tell you what. May I give you a copy of our 
study and get your comments on it? 

Mr. Holtz-Eakin. It would probably be better for us to have the 
details of the postwar military presence, year-by-year, so we under- 
stand the profile underneath those numbers. 

Mr. Spratt. We will do that. 

Chairman NusSLE. Mr. Spratt and I will work together with you. 
If you will get us the questions that the Congressional Budget Of- 
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fice would like to submit, we will work together to try and submit 
them in a bipartisan way so we can get answers to these questions 
so that our analysis improves. 

Mr. Holtz-Eakin. Thank you. 

Chairman NUSSLE. If there is nothing more to come before the 
committee, we stand adjourned. 

[Whereupon, at 2 p.m., the committee was adjourned.] 
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